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MR. SKIRM: Peggy, how many times do 
you use a sheet of carbon paper? 
PEGGY: Why, uh... ah, about 20 times 
I guess. 


MR. SKIRM: I thought so. Here, take a 
look at this: 


Mr. Skirm yelled, “WAI 7 / P 


...SO | waited! 
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This {is the sixtieth copy made with the game 
sheet of Park Avenue Carbon Paper, a product 
of the Royal Typewritor Company. 
of carbon paper had been used $9 
The test was made at the United States Testing 
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PEGGY: Jeepers, it’s a miracle! How 
come? 

MR. SKIRM: As I understand it, Park 
Avenue is deep-inked by some special 
process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 
each sheet, top to bottom, so that you 
use all parts of the paper. 

PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 


MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m going 





Laboratory test No. 36092-NY. issued October 6, 194z 


to expect you girls to get a lot more 
mileage out of your carbon paper from 
now on! 


*Trade-Mark Registered U.S. Pat. Off. 
Copyright 1942, Royal Typewriter Company, Inc 
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Park AVENUE is only one of the out- 
standing carbon papers in the Roytype* 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * * 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Gev- 
ernment fixed price. 
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E-ditortal Comment 


Looking Behind the Figures 


\ peed points to what it describes as unfair com- 
parisons and conclusions in a recent release by 
the United States Department of Commerce, to the 
effect that American corporations made 18 per cent. 
more money after taxes in the first quarter of 1943 
than in the same period last year. 

One fact which appears to make the Department's 
conclusion misleading, “Time” points out, is that 
in the first quarter of 1942, conservatively managed 
corporations overstated their tax reserves in order 
to be on the safe side, as the rates were then an un- 
known quantity. Thus the quarter's profits were 
materially reduced, in the quarterly statements. 

Another factor which enters into the situation, 
“Time” adds, is that in the first quarter of 1942, on 
the heels of Pearl Harbor, manufacturers were con- 
verting from peace to war production, with the re- 
sult that gross sales and net income were in a bad 
slump. In the first quarter of this year those same 
manufacturing plants were running at capacity, and 
making profits which, when compared with those 
of the first quarter of 1942, appear large percentage- 
wise. 

That the comparison of the profits from opera- 
tions in the first quarters of 1942 and 1943 brings 
distorted results is indicated by the Department's 
own comparisons of other quarterly figures. For in- 
stance, the net after taxes in the first quarter of 1943 
is 3 per cent. down from the last quarter of 1942, 
and was up less than 1 per cent. over the third quar- 
ter of 1942. 

Another portion of the Commerce Department’s 
release—an estimate covering the full year 1942— 
is that in spite of a 35 per cent. rise in income before 
taxes, corporations’ profits increased less than 1 per 
cent. over 1941, after their government taxes were 
paid. 

It would be difficult to believe that the statisticians 
and other experts of the Department of Commerce 
are not aware of the facts concerning conversion 
from peace to war production and the resultant cut- 
ting down of profits. It is to be regretted that the 
statistical figures must be set forth and published 
without suitable comment and descriptive material 





which would maintain a fair perspective. The bald 
figures first published are the ones which are remem- 
bered by hundreds of thousands of readers who per- 
haps never subsequently read or hear the comments 
which serve to temper and put on an equitable basis 
and in a fair light the facts disclosed by the compari- 
son. Perhaps it is too much to ask of a government 
department, that it interpret the cold statistical fig- 
ures. 

There is the possibility, of course, that it is best to 
permit each reader of the statistics to do his own 
interpreting—his own looking behind the figures. 
That may be another manifestation of democracy, 
but the unfortunate part of this is that but a small 
fraction of the population is capable of ferreting 
out the real meaning of such statistics. 

“Time” has done what controllers do habitually, 
in interpreting these figures. It is a big part of a 
controller’s job, this interpreting of figures, whether 
they are figures which the controller’s staff of ac- 
countants and auditors have brought to the surface 
and put on his desk as a part of daily, weekly, or 
monthly routine, or whether they are figures which 
have come from other sources, perhaps not quite so 
dependable as those produced by his own staff. 

Without this continuing interpretation of figures 
which show results of operations it would not be 
possible to observe trends and report them to man- 
agement as the basis for formulation of policies, and 
as a preliminary for corrective or constructive ac- 
tion. 

It is helpful to have these Department of Com- 
merce figures, even in their cold nakedness. It is 
helpful, too, to have men handy, such as control- 
lers, and publications too, such as “Time” and the 
newspaper financial writers, who can complete the 
story and present it fairly to those who are most 
deeply concerned. 


Indispensable in Any Event 


HE New York “Herald-Tribune” has come out 
and said flatly that “controller” is the “one and 
only correct spelling for the official, of government 
or of private business, who controls funds.” This 
is pleasing, indeed, to the founders of The Control- 
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lers Institute of America, who chose “controller” 
over “comptroller” without a moment's hesitation, 
when selecting a name for their organization. 

Perhaps that was a bold stroke, because there are 
many controllers who bear the title “comptroller,” 
in conformance with provisions of corporate by- 
laws, or perhaps with custom. As the “Herald- 
Tribune” says, “The Controllers Institute of Amer- 
ica, which must include a good many fiscal officers 
who call themselves ‘comptrollers,’ has assumed its 
name deliberately.” The newspaper's editorial com- 
ment refers to the material which was published in 
these columns recently in which Mr. Gano Dunn, 
resident of Cooper Union, quoted the definitions 
of “controller” given in a wide collection of dic- 
tionaries, and came to the conclusion not only that 
“controller” is the right word but that “comptroller” 
is the wrong one. Says the ‘“Herald-Tribune,” with 
reference to Mr. Dunn’s material: 


“Comptroller is an erroneous spelling based on a false 
association with the French ‘compter,’ to count. Not one 
dictionary gives it an etymological leg to stand on; it 
is a four-flusher among words; a social climber putting 
on airs and affecting foreign origins on the basis of 
no authentic pedigree whatever. 

“Still, it has been a hardy climber, and in the course 
of four or five centuries has got into some pretty high 
places—as social climbers will. One such place is the 
Constitution of the United States. Once it achieved so 
distinguished a place it has been difficult to prove it just 
a fancy word for a workaday controller, or, having 
proved it, to make it stick as applied to officials who 
feel that the dignity of office is enhanced by the pseudo- 
aristocratic sound of ‘comptroller.’ Our great City and 
State of New York have comptrollers. Most universi- 
ties, which should surely know better, have comptrol- 
lets. The word seems to have, says Mr. Dunn, ‘a mystic 
quality dear as life itself’-—an astute summation which 
indicates a long struggle ahead for the controllers.” 


If in four or five centuries all the recognition won 
by “comptroller” in the dictionaries is as indicated 
by Mr. Dunn, it may be that “controller” can be 
established in common usage in due course to the 
practical exclusion of “comptroller.” The fact how- 
ever that “comptroller” is found in such high places 
as the Constitution of the United States and in the 
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by-laws of many large companies probably means 
that we shall have “comptroller” with us for a long 
time to come. 

A majority of companies which have established 
the office of “controller” in the past decade have 
spelled it that way, in preference to “comptroller,” 
and it appears, without making a survey, and judg- 
ing from day-to-day observation, that “controller” 
far outnumbers its older rival. 

In any event, the functions of controllership have 
been recognized by the modern business world as 
of great value to managements of both large and 
medium sized companies. Competent controllership 
has helped both business and government. Its use- 
fulness is growing, as its intricacies are mastered and 
its scope widened. It seems destined to play an even 
larger part in business, finance, and government 
than has yet been envisioned. 


Withholding on Large Scale 


ITHHOLDING of a sizeable slice of a work- 

er’s wage, to pay his personal income taxes, 
now an accomplished fact, is having its first tryout 
this month. The experiences of controllers with this 
new procedure will undoubtedly make interesting 
reading. It would be humorous, as well, if there can 
be anything entertaining about paying taxes. 

Controllers have a ciear picture of what it means 
to employees, but the wage earners themselves are 
still pretty much mixed up about it. Some have 
even started out to get new jobs, upon being noti- 
fied by their employers that they will have to keep 
back a part of the weekly pay, the assumption being 
that a new employer would not have to do that. This 
is typical of the misconceptions that many workers 
have concerning withholding. 

Publication by The Controllers Institute of Amer- 
ica of its booklet, “Withholding Problems,” helped 
to clear up many of the minor problems encountered 
in introducing this means of collecting personal in- 
come taxes. Employers in many instances have pub- 
lished special booklets or pamphlets to acquaint 
their workers with the details of the procedure. It 
is still a painful process for the employee. 
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There have been many excellent arti- 
cles and papers dealing with the purely 
legal and accounting phases of relief 
under Section 722. A study of these 
is most helpful in the solution of the 
practical problem of obtaining relief 
under that Section. However, I shall 
deal with the technicalities of the law 
only insofar as is necessary to illustrate 
the subject matter of this paper. 

The present Excess Profits Tax Law 
came into being with the Second Reve- 
nue Act of 1940 amending the code. 
Briefly, this act provided a credit for 
computing the tax both on invested 
capital and on average earnings of tax- 
able years beginning after December 
31, 1935 and before January 1, 1940. 
The highest rate was 50 per cent. on 
income over $500,000. 

The Excess Profits Tax Law as em- 
bodied in the Second Revenue Act of 
1940 recognized abnormalities in in- 
come and attempted to grant some re- 
lief from such abnormalities. However, 
such relief was very restricted in char- 
acter, limited to a very few special con- 
ditions and did not provide for relief 
in a great many meritorious cases. I 
mention the type of relief afforded to 
illustrate how restricted it was. If in- 
come was at least partly attributable 
to other years (though technically in- 
cludible in gross income for the taxable 
year) the commissioner was authorized 
to prescribe rules for relief by deter- 
mining the amount attributable to 
prior or future years. 


RELIEF RESTRICTIONS 


Relief was restricted to the follow- 
ing very special and specific classes of 
abnormal income: 


(1) Arising from a claim, award, 
judgment or interest thereon; 

(2) From long-term contracts re- 
quiring more than 12 months 
for completion; 

(3) Resulting from exploration, dis- 
covery, prospecting, research, or 
development of tangible prop- 
erty, patents, or formulae, ex- 

tending over a period of more 

than 12 months; 
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(4) Includible in income of the tax- 
able year rather than another 
year by reason of change in ac- 
counting period or methods; 

(5) Lessor’s income from lease ter- 

- mination; 

(6) Dividends on stock of foreign 
corporations, except foreign per- 
sonal holding companies. 


Along with the above very restricted 
relief provisions of the 1940 Act was 
added Section 722 in its embryonic 
form. Realizing the difficulties of an- 
ticipating all abnormal situations giv- 
ing rise to tax inequities, the Senate 
added the following provision to the 
bill as Section 722: 

“For the purposes of this subchap- 


ter, the Commission shall also have au- 


_ thority to make such adjustments as 


may be necessary to adjust abnormalt- 
ties affecting income or capital, and his 
decision shall be subject to review by 
the United States Board of Tax Ap- 
peals.” 


The House accepted this Section 
722, which we have described as being 
in the rudimentary stage, with the fol- 
lowing statement in the Conference 
Report: 

“It is understood that the Treasury 
and Members of the Staff of the Joint 
Committee on Internal Revenue Taxa- 
tion will give further study to the en- 
tire problem covered by this section 
and will report to the appropriate com- 
mittees on the subject as soon as pos- 
sible.” 

A study was made by the Treasury 
and the Joint Congressional Commit- 
tee, and as a result, we had Section 






722 in the second stage of its develop- 
ment as embodied in the amendments 
of the Revenue Act of 1941. 

The 1941 amendments provided for 
the reconstruction of an average base 
period net income and relief was al- 
lowable if the taxpayer could establish 
that the character of its business at 
January 1, 1940 was different from 
the character of the business engaged 
in during one or more of the taxable 
years in its base period; or if it could 
be shown that normal production, out- 
put, or operation was interrupted or 
diminished because of events abnormal 
to the taxpayer in one or more of the 
taxable years in the base period. 


SITUATIONS COVERED 


Congress intended to cover a num- 
ber of situations by specifying that 
the character of the taxpayer's business 
as of January 1, 1940 should be con- 
sidered different from its base period 
if— 

(A) there.is a difference in the prod- 
ucts or services furnished; or 

(B) there is a difference in the ca- 
pacity for production or opera- 
tion; or 

(C) there is a difference in the ratio 
of nonborrowed capital to total 
capital; or 

(D) the taxpayer was in existence 
during only part of its base pe- 
riod; or 

(E) the taxpayer acquired, before 
January 1, 1940, all or part of 
the assets of a competitor, with 
the result that the competition 
of such competitor was elimi- 
nated or diminished. 
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That is a date controllers have definitely in mind, for by then 
applications for relief under Sec. 722 must be filed, for taxable 
years beginning December 31, 1939, to January 1, 1942. Mr. | 
Sanderlin, controller and assistant treasurer, Brown-Forman Dis- 
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In studying the development of Sec- 
tion 722, we can see that it was broad- 
ened in scope by the 1941 amend- 
ments. However, the amendments were 
adopted without any public hearings 
to get the viewpoint of taxpayers, ac- 
countants and lawyers, and the broad- 
ened Section 722 was surrounded by 
many conditions and limitations. This 
was the condition of the law when we 
came to consider our Excess Profits 
Tax Liability in November 1941 for 
the fiscal year ending April 30, 1942. 

Our tax accountants were asked to 
compute our credit for purposes of the 
Excess Profits Tax both on the basis 
of invested capital and on the basis 
of average earnings. The Invested Cap- 
ital Method gave the highest credit. 
In order to be sure that our Invested 
Capital Credit contained every adjust- 
ment permitted by law, we had photo- 
static copies made in Washington .of 
our tax returns as far back as 1918. A 
study of these returns proved fruitless 
and added nothing to our Invested 
Capital Credit. 

We then estimated our profits for 
the year under consideration (fiscal 
ending April 30, 1942) and based our 
tax liability on the invested capital 
credit. At this point, it looked as 
though the company would be saddled 
with an excess profits tax burden that 
would seriously handicap it financially 
and weaken its competitive position. 
It now occurred to us to make a 
thorough study of profits, excess prof- 
its credit, and tax burden of other 
units in the industry. 


Previous ACTS’ PROVISIONS 


It will be recalled that the old 1918 
and 1921 Acts provided that if a cor- 
poration could show that an abnor- 
mality existed in its income or invested 
capital, or both, and that hardship re- 
sulted therefrom, its excess profits tax 
should be computed on the basis of the 
average excess profits taxes paid by 
representative corporations in that in- 
dustry. This was an excellent provision 
from an equitable standpoint, and 
gave the Commissioner of Internal 
Revenue ample powers to relieve hard- 
ship in all cases. Of course, no such 
Pfovision existed in the Excess Profits 
Tax Law as amended by the 1941 Act. 
Nevertheless, we analyzed the pub- 
lished reports of other companies in 
the industry with respect to the excess 
Profits tax burden and compared with 
our own without benefit of Section 
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722. At least, we could show that there 
was discrimination in our case. 

Detailed schedules were prepared 
for the years 1934 to 1940 inclusive. 
These schedules compared the follow- 
ing figures: Net Sales, Cost of Sales, 
Percentage Cost of Sales to Net Sales, 
Gross Profit, Percentage of Gross 
Profit to Net Sales, Other Income, To- 
tal Income, Selling and Administrative 
Expense, Percentage Selling and Ad- 
ministrative Expense to Net Sales, Bal- 
ance, Other Deductions, Net Income 
before Taxes, Percentage Net Income 
before Taxes to Net Sales. From these 
schedules, we computed Total Net In- 
come before Taxes Base Period years 
1936-1939 inclusive, Average Base Pe- 
riod Net Income before Taxes, Excess 
Profits Credit—95 Per Cent. of Aver- 
age Base Period Net Income and Per- 
centage of Excess Profits Credit to 
1941 Net Sales. This analysis showed 
the other principal units in the indus- 
try could earn two to three times as 
much on sales as our company without 
benefit of relief before going into Ex- 
cess Profits Tax. 

Further analysis developed that this 
divergence in the Excess Profits Tax 
Burden in no way arose out of condi- 
tions effective after December 31, 
1939, (the end of the last base period 
year) but rather was a result of condi- 
tions prevailing in the base period and 
prior years. Our product is aged from 
four to five years and other units in 
the industry had the advantage of plant 
construction completed and inven- 
tories laid down for ageing earlier than 
in our own case. Also, some units used 
alcohol in blending with whisky and 
such alcohol required little or no age- 
ing period as compared with whisky. 
The industry, as now constituted, got 
under way in 1934. Therefore, the 
other companies having the advantages 
mentioned developed earning power 
earlier and had satisfactory earnings 
in the base period. 


NEED FOR RELIEF 


These comparisons with other com- 
panies in the industry showed us the 
very substantial hardship and discrimi- 
nation to which the company would be 
subjected unless we obtained relief 
under Section 722. Our next step was 
to build the best possible case that 
we could under the Relief Provision 
Section 722, as it existed at that time 
in its second stage of development 
under the 1941 amendments. The 
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meaning of subsections and phrases 
under Section 722 was much more ob- 
scure and there were more limitations 
and conditions than under the later 
1942 Act. Under the amendments to 
Section 722 in the 1941 Act, relief 
was allowable if the taxpayer could es- 
tablish that the character of its business 
at January 1, 1940 was different from 
the character of the business engaged 
in during one or more of the taxable 
years in its base period. It was further 
provided that the character of the tax- 


" payer's business as of January 1, 1940, 


should be considered different from its 
base period business if—there is a 
difference in the capacity for produc- 
tion or operation. 

In anticipation of future needs re- 
quiring us to carry larger inventories 
to meet sales demands for older goods, 
the company had embarked on a pol- 
icy of plant expansion in the latter 
part of the fiscal year ending April 
30, 1936 which expansion continued 
through the fiscal base period years 
1937-1938-1939. The capacity of the 
distillery was increased from 2,000 
bushels a day to 3,000 bushels a day. 
This enlarged capacity went into oper- 
ation in May 1936. A new 50,000 bar- 
rel warehouse went into service in 
May 1936 and another of the same 
size June 30, 1937. Stocks of ageing 
goods as a result of enlarged plant 
facilities increased 50 per cent. be- 
tween May 1, 1936, the beginning of 
the first year in the base period, and 
January 1, 1940. 


BASE PERIODS 


In appraising the change in charac- 
ter of the business that took place in 
the base period years, it must be borne 
in mind that by reason of the nature 
of the industry, goods going into in- 
ventory at May 1, 1936 could not be 
sold as aged mature goods until 1941 
which would be a taxable rather than a 
base period year. As we understood 
the Relief Provision under the -1941 
Act, we took the position that we 
could estimate what our sales would 
have been in the base period years if 
our inventory of aged goods had been 
as high on May 1, 1936 as on January 
1, 1940. Therefore, we should be able 
to go back and build up sales and profits 
of our base period years to the extent of 
a given number of cases at a given gross 
profit based on what our sales would 
have been had we had the larger age- 
ing inventory, May 1, 1936. 
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Schedules were prepared showing 
these computations in detail using our 
standard costs and established selling 
prices. These figures and facts were the 
basis for preparing our return for ‘the 
fiscal year ending April 30, 1942 
which was filed under the 1941 Act. I 
maintain and have always maintained 
that hardship exists under any tax law 
when one unit in an industry operat- 
ing under similar conditions is sub- 
jected to taxes on income way out of 
proportion to the majority of the units 
in that industry. Such hardship can 
seriously hamper the financial progress 
of a company and render it ineffectual 
from a competitive standpoint. I was, 
and am, convinced that it has never 
been the intention of Congress nor of 
the Treasury Department to let such 
hardships stand unalleviated if the 
facts are brought to their attention. 

With the facts and figures that I 
have mentioned, I attended several 
meetings of controllers and other or- 
ganizations in the Spring of 1942. Dur- 
ing discussions of the Relief Provisions 
under the 1941 Act, it was brought out 
that those provisions needed further 
clarification, and that there still were 
possibly many inequities as the Pro- 
vision for Relief then stood. It was 
recommended that business through its 
organizations bring to the attention of 
the Treasury Department, The Ways 
and Means Committee, and the Senate 
Finance Committee examples of in- 
equities and hardships under the law as 
it then stood with a view to further 
clarification of the Relief Provisions. 
So, while we thought we had a good 
case under the 1941 Act, we still 
wanted further clarification of Section 
722, so that there would be no ques- 
tion of a doubt as to where we stood 
with respect to relief, especially in view 
of the fact that we anticipated that the 
trend of rates would be sharply up. 

For the average business an increase 
in capacity during the base period 
meant an immediate increase in sales 
and earning power. For us, however, 
while plant expansion would mean an 
increase in capacity for production im- 
mediately, there could be no increase 
in sales or earning power for 4 or 5 
years hence in the taxable years rather 
than base period years because of the 
ageing process. 

On the basis of analyses such as I 
have described, we, as did many other 
businesses, presented our problems to 
the Treasury Department and Congres- 
sional Committees and found them 
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most helpful in consideration of sug- 
gestions for clarification of the Relief 
Provisions. But, it was necessary to 
have the facts and the figures to dem- 
onstrate that inequities did exist for 
which there might not be relief, as the 
law then stood. Naturally, too, in the 
consideration of amendments to the 
Relief Provisions, the suggestions had 
to be of a general nature that would 
apply to removing inequities in an en- 
tire industry or class of business and 
could not deal with specific isolated 
cases. The isolated and unthought of 
situations were finally covered ‘by a 
“catch all” provision in the 1942 Act. 


SEC. 722 BROADENED 


The heavy increase in rates on Ex- 
cess Profits magnified the inequities 
and hardships in cases where adequate 
relief was not afforded. Therefore, in 
this third stage of the development of 
Section 722 as embodied in the Reve- 
nue Act of 1942, we find this provi- 
sion further broadened and clarified. 
As I am discussing a particular phase 
of Section 722 and a practical problem 
under that Section, I will not go into 
all of its provisions. Suffice it is to 
say that Section 722 is now far ad- 
vanced in its evolution from the em- 
bryonic stage of the 1940 Act. 

Under the 1942 Act, the general 
rule is that relief is afforded if the tax- 
payer establishes that the excess profits 
tax computed without the benefit of 
this Section would be excessive and dis- 
criminatory and also what would be 
normal earnings to be used as a con- 
structive average base period net in- 
come for the purpose of computing an 
excess profits tax based upon a com- 
parison of such normal earnings with 
the earnings of an excess profits tax 
year. Comparison of excess profits tax 
burden with other units in the indus- 
try, certainly, should be helpful in 
showing excessiveness and discrimina- 
tion. 

Section 722 b 4 provides that the 
tax computed under this subchapter 
(without the benefit of this Section) 
shall be considered to be excessive and 
discriminatory in the case. of a tax- 
payer entitled to use the excess profits 
credit based on income pursuant to Sec- 
tion 713, if its average base period net 
income is an inadequate standard of 
normal earnings because—the tax- 
payer, either during or immediately 
prior to the base period, commenced 
business or changed the character of 


the business. If the business of the tax- 
payer did not reach, by the end of the 
base period, the earning level which 
it would have reached if the taxpayer 
had commenced business or made the 
change in the character of the business 
two years before it did so, it shall be 
deemed to have commenced the busi- 
ness or made the change at such earlier 
time. For the purposes of this sub. 
paragraph, the term “change in the 
character of the business” includes, 
among other things “a difference in 
the capacity for production or opera- 
tion of the business consummated dur- 
ing any taxable year, ending after De- 
cember 31, 1939, as a result of a 
course of action to which the taxpayer 
was committed prior to January 1, 
1940 shall be deemed to be a change 
on December 31, 1939, in the charac- 
ter of the business.” 


“CATCH ALL’ PROVISION 


A “catch all” provision is contained 
in Section 722 b 5 to the effect that a 
taxpayer may reconstruct its normal or 
base period earnings it because of any 
other factor affecting the taxpayer's 
business which may reasonably be con- 
sidered as resulting in an inadequate 
standard of normal earnings during 
the base period and the application of 
this section to the taxpayer would not 
be inconsistent with the principles un- 
derlying the provisions of this subsec- 
tion, and with the conditions and limi- 
tations enumerated therein. 

I have traced the development of 
Section 722 from its beginning stages 
as it affects our particular problem. I 
have endeavored to present just enough 
of the technicalities of the law to il- 
lustrate the application of the law toa 
practical problem. We believe our cit- 
cumstances involving the long ageing 
of a product is afforded relief by Sec- 
tion 722 of the Revenue Act of 1942, 
excerpts of which I have given you 
above. The term “change in the char- 
acter of the business because of in- 
creased capacity” is more fully defined 
by Section 722 in 1942 Act than it 
was by the same Section of the 1941 
Act. 

The Ways and Means and the Sen- 
ate Finance Committee Reports give 
many illustrations of the application 
of Section 722 to specific cases. These 
illustrations should be very helpful to 
taxpayers in appraising the possibili- 
ties of relief in their own cases. 

Referring to Section 722 b 4 
























(change in the character of the busi- 
ness because of increased capacity), 
the Senate Finance Committee Report 
on the Revenue Bill of 1942 gives the 
following illustration of the type of 
case which the Committee believes 
properly comes within the scope of 
this section: 


A distillery organized in 1935 dis- 
tilled whisky and was engaged in the 
base period in aging its product for 
sale. It had relatively little reserve 
stock for the market in the base period 
and its earnings were abnormally low 
and did not reflect the result of its 
base period operations. Relief will be 
extended to this taxpayer under this 
section. 


Referring to Section 722 b 5 (any 
other factor affecting the business of 
the taxpayer), the same Committee in 
the same report further illustrates as 
follows: 


An example which your committee 
believes illustrates this paragraph 
would be a taxpayer which shortly be- 
fore the base period undertook a busi- 
ness involving the manufacture of a 
product requiring an extensive period 
for preparation or manufacture, and 
which had no stocks of such product 
on hand at the commencement of such 
business. Since a large portion of the 
base period would be devoted to prepa- 
ration of the product for sale, and 
since sales would consequently be 
small or nonexistent and would not 
serve as a measure of the normal op- 
erations of the business, the base 
period would represent an abnormal 
standard by which to compute excess 
profits. Although in such a case, it 
might be said that the business was not 
depressed during the base period since 
it was operating at full manufacturing 
capacity, and thus might not be en- 
titled to relief under paragraph 2, it 
would seem clear that such a taxpayer 
is entitled to relief by way of a con- 
structive excess profits net income 
based upon more normal operations. 
For example, assume that a taxpayer 
was organized in 1935 to distill and 
sell whisky. It had no reserve whisky 
stocks on hand. During 1935 and for 
the greater part of its base period, it 
was aging the whisky it had distilled. 
Because of a lack of a marketable 
product, the sales of such taxpayer, 
and consequently its base period net 
income, were abnormally low and do 
not reflect results of usual operations 
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Relief should be extended to such tax- 
payer, the base period net income of 
which would not have been distorted 
if it had adequate whisky stocks on 
hand at the start of the base period. 


SEPT. 15 DEADLINE 


Since, the time for filing applica- 
tions for relief under Code Section 722 
for taxable years beginning after De- 
cember 31, 1939, and before January 
1, 1942 has been extended until Sep- 
tember 15, 1943, there is yet plenty of 
time for exploring the possibilities of 
relief that may be afforded other com- 
panies by the broadened provisions 
under Section 722 of the Revenue Act 
of 1942. 

The theory of the Excess Profits Tax 
Law is the taxation at very high rates 
(90% subject to post war and other 
credits not to exceed 10% of the tax) 
all income in excess of normal income. 
Because of the difficulty of determin- 
ing what are normal profits, there are 
many possibilities of the tax being ex- 
cessive and discriminatory as between 
companies. Sec. 722 is designed to pre- 
vent this discrimination and hardship. 





| Background on Sec. 722 
| 


Readers of ‘The Controller,” 
who are interested in the relief 
| provisions of the excess profits 
tax law, will find the two articles 
by Mr. Sanderlin and Mr. Mc- 
Cullough in this issue of real | 
value. The Editors wish to re- 
fer such readers as well to ma- 
terial previously published on 
this subject in “The Controller,” | 
as follows: 


March, 1943: “How to Make 
Use of Relief Provisions of Rev- 
enue Act,” by Mr. Robert W. 
Jefferson. 

April, 1943: “Relief from Ex- | 
cess Profits Taxes Through The 
Controller,” by Mr. Gustave | 
Simons. 

“Five Opportunities to Qual- 
ify for Relief under Sec. 722,” | 
by Mr. John L. Connolly. | 

May, 1943: “The General Re- | 
lief Provision of the Excess Prof- | 
its Law,” by Mr. Alger B. Chap- | 
man. | 

“The Search for Abnormali- 
ties,” by Mr. Harvey W. Peters. 
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As we have traced the development 
of Section 722 and have applied a 
practical tax problem to that section, 
we have seen this relief provision 
broadened in scope and clarified. We 
all know that taxes must of necessity 
be high. But, Congress has shown in 
the treatment of Section 722 in the 
last three revenue acts that the intent 
is for taxes to be applied on an equita- 
ble basis as between companies operat- 
ing under similiar conditions. This is 
the point of view that Controllers 
should take to see that their companies 
are equitably taxed as Congress in- 
tended. 

There are three steps, as I see it, in 
the solution of this problem: 


1. Appraise the excess profits tax 
burden of other companies in your in- 
dustry. In the case of an industry with- 
out published reports, the cooperation 
of fellow-controllers should be most 
helpful. No company desires a compet- 
itive advantage accruing from an un- 
fair tax discrimination. 

2. Then, if your excess tax burden 
appears excessive and discriminatory, 
analyze every possible abnormality that 
could exist and seek to apply such ab- 
normalities to the broadened _provi- 
sion of Secton 722 under the 1942 
Revenue Act. 

3. If excessiveness and discrimina- 
tion appear in your case, it is the con- 
troller’s duty to prepare and support in 
convincing detail a case to be followed 
through to the highest board of review, 
so as to carry out the intent of Con- 
gress to avoid taxes which discriminate 
against your company. 


CONTROLLERS OF PUBLISHING 
HOUSES TO CONFER 


Members of the New York City Control 
of The Controllers Institute of America who 
are in the publishing business, will hold reg- 
ular monthly luncheon meetings beginning 
in September. The first meeting will be 
held on September 15 at the Cafe Loyale, 
43rd Street between Fifth and Madison 
Avenues. The time set is 12:30 p.m. 

Each month the program will consist of 
a round-table discussion of a subject which 
is of specific interest to controllers in the 
publishing field. Discussion leaders will 
be assigned, but each member will be pre- 
pared to take part and give his views on 
the subject which will be chosen and an- 
nounced in advance. 

For purposes of organization, Mr. Henry 
Z. Walck, Oxford University Press New 
York, Inc., was elected chairman of the 
group. This action was taken at a pre- 
liminary conference of nine controllers at 
luncheon on June 22 at the Cafe Loyale. 
Plans and arrangements for programs will 
be announced early in September. 








Before considering the detailed prob- 
lems of a general section, such as sec- 
tion 722, the controller or tax prac- 
titioner should satisfy himself that all 
other specific methods of obtaining re- 
lief or exemption from the excess 
profits tax have been exhausted. 

This study would involve a review 
of section 725, relating to personal 
service corporations ; section 726, relat- 
ing to corporations completing con- 
tracts under the Merchant Marine Act, 
1936; section 727, relating to exempt 
corporations, which include, among 
others, personal holding corporations; 
section 730, relating to consolidated 
returns; section 731, relating to cor- 
porations engaged in mining of stra- 
tegic metals; section 735 relating to 
non-taxable income from certain min- 
ing and timber operations; and section 
736 relating to relief for instalment 
basis taxpayers and taxpayers with in- 
come from long-term contracts. 

The provisions of Supplement A 
which permit under certain conditions 
the addition of the base period earn- 
ings of predecessor organizations, 
whether such predecessors were corpo- 
rations, partnerships or individuals, 
should not be overlooked. Where cor- 
porations are affiliated or owned by 
substantially the same interests, study 
should be made of the possibilities in- 
volved in mergers, consolidations and 
liquidations. Transfers of part of the 
assets of one corporation to another 
should also be considered. Occasionally 
it is feasible to effect a transfer of in- 
come producing property, not used in 
ordinary operations, to the stockhold- 
ers. The collection and distribution of 
income in such cases may be left to an 
agent acting under a limited power of 
attorney. Some thought should be given 
in the case of smaller corporations to 
the question of their dissolution. In- 
cidentally, the sharp increase in cor- 
porate income and excess profits tax 
rates makes it advisable to review 
agreements relating to trusts, syndi- 
cates, joint ventures, partnerships and 
even powers of attorney in order to 
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avoid the possible contention that the 
group should be taxed as an associa- 
tion. 


IMPORTANCE OF SECTION 722 


Section 722 not only places serious 
responsibilities upon the controller and 
the tax practitioner but also presents 
them with unusual opportunities. The 
responsibilities are serious because the 
tax involved is nearly always substan- 
tial and, in many cases, is so large that 
the outcome of the case will have a 
material bearing on the future course 
of the taxpayer. Where the taxpayer 
is subject to the 90 per cent. rate and 
the net income exceeds $50,000, an 
increase of $1.00 in the excess profits 
credit will effect the following reduc- 
tion in total income and excess profits 
taxes: 


Year Reduction 
1940 25¢ to 50¢ 
1941 24¢ to 41¢ 
1942 41¢ 


Such reduction in taxes results in a 
direct credit to the surplus of the tax- 
payer and is to be contrasted with other 
increments to income which only re- 
sult in fractional credits to surplus 
due to the imposition of high rates of 
taxation. 

Section 722 does present an unusual 
opportunity for the full expression of 
the ingenuity, resourcefulness and 
knowledge of both the controller and 






the tax practitioner. The determination 
of the constructive average base period 
net income will call in most cases for 
the application of accounting skill of 
the highest order and in many cases 
for a thorough knowledge of eco- 
nomics. In fact, it has been said that 
economists were employed to assist in 
the drafting of the general relief sec- 
tions and that they may be employed 
by the Bureau to assist in the disposi- 
tion of the cases. 


IMPORTANCE OF THE CONTROLLER 


The presentation of a tax case before 
the Bureau and its ultimate prosecu- 
tion before the courts usually involves 
a fairly detailed statement of facts, 
nearly always of an accounting nature. 
It is generally recognized by the prac- 
titioners that the effectiveness of the 
presentation of the cases is very defi- 
nitely enhanced by the active collabora- 
tion of the controller. 

Many a case has been won because 
the controller was able to recall cer- 
tain facts and to make a forceful pres- 
entation of them. This proposition will 
be particularly true in cases involving 
the application of section 722. The tax 
practitioner will have to lean heavily 
on the management because most cases 
will probably require, first, an estimate 
of the volume of sales, second, an esti- 
mate of the cost of such sales and, 
third, an estimate of the operating ex- 
penses. 








firm. 





THE “HOW” OF SEC. 722 RELIEF 


To this discussion of preparation of applications for relief 
under Sec. 722, Mr. McCullough brings the viewpoint of both an 
accountant and an attorney, being a member of both the Ameri- 
can Institute of Accountants and the Michigan State Bar, as 
well as a member of the staff of Lybrand, Ross Brothers and 
Montgomery, Public Accountants, Detroit Office. Prepared for 
presentation by Mr. McCullough at the recent Sixth Midwestern 
Conference of Controllers in Cleveland, this paper was read for 
him by Mr. Louis D. Kork of the Cleveland office of the same 
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DETAILED COMPARATIVE INCOME 
ACCOUNT 


Every taxpayer in existence before 
January, 1940, should prepare as a 
basic statement a detailed comparative 
income account for each year begin- 
ning with 1933 or 1934 and ending 
with the current taxable year. The net 
income or loss should be reconciled 
with net income or loss as finally ad- 
justed or approved by the Treasury De- 
partment. This statement should be de- 
partmental and contain as much detail 
as feasible. 

From this basic statement, there 
should be prepared a statement ac- 
counting for the variation in gross 
profit and also a statement of compara- 
tive costs. Finally, a comparison should 
be made of the operating expenses and 
other deductions and, from this com- 
parison, there should be prepared a 
statement showing the material varia- 
tions in the expenses or other deduc- 
tions. Frequently, the management finds 
this basic data rather illuminating 
and rather effective for discovering ab- 
normalities which are easily overlooked 
or forgotten. 


THE ‘““Wuy’” OF Excess PROFITS 


With this basic data before him, the 
controller or tax practitioner should 
be able to account for or to determine 
the factors which produced the excess 
profits. If the excess profits are due 
solely to the expanded demand or other 
factors arising from the improvement 
in economic conditions or events in 
the current taxable year as compared 
with the base period years, the tax- 
payer has no claim for relief and the 
controller or tax practitioner may be 
satisfied that his responsibility has been 
discharged. However, if the excess 
profits are due to other factors, pains 
should be taken to determine whether 
the basic data assembled, discloses 
bases for relief under one of the other 
relief sections. 

For example, an unusually large 
item of income in the current taxable 
year may be found to be partly the 
cause. Relief may be found in section 
721 or in section 736, if the gross in- 
come has increased and the taxpayer 
reports on the instalment basis or has 
income from long-term contracts. On 
the other hand, the analysis may indi- 
cate that the excess profits are due in 
part to abnormal deductions in the 
base period. Relief may be available in 
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section 711(b)(1)(J). Finally, the 
analysis may indicate that the excess 
profits are due to the fact that the gross 
income during the base period has been 
depressed below a figure which rep- 
resents the normal earnings of the tax- 
payer during the base period. If such 
is the case, the taxpayer may have a 
basis for filing a claim under section 
722(b). 

However, there is no point in spend- 
ing any time on an abnormality which 
has adversely affected a year which is 
eliminated under the so-called 75 per 
cent. rule unless the adjustment is so 
large that the reconstructed income for 
the year shall exceed 75 per cent. of 
the average of the other three years. 
There is no point in filing the claim 
if the taxpayer is enjoying the benefits 
of the growing income method if the 
abnormality relates to either or both 
of the first two years and is not suffi- 
ciently large to make the general aver- 
age method applicable. 

There is probably no point in filing 
a claim if the abnormality is com- 
pletely offset by an abnormally large 
item of income or an abnormally small 
deduction in some other year of the 
base period. The word “probably” is 
used because the present section 722 is 
not entirely clear on the point. How- 
ever, it would appear that the Com- 
missioner would be justified in exclud- 
ing such abnormal items from the 
constructive average base period net in- 
come since section 722(a) requires the 
taxpayer to establish “what would be a 
fair and just amount representing nor- 
mal earnings.” 

Section 722 prior to its amendment 
by the 1942 Act specifically required 
the adjustment of the base period 
years for abnormally large items of in- 
come or abnormally small deductions. 
While the regulations have not as yet 
been issued (Note that Mr. McCul- 
lough’s paper was prepared early in 
May—Editor), it is believed that they 
will correctly incorporate this require- 
ment. This belief finds some support 
in the fact that Item 1 of the instruc- 
tions on Form 991 under Schedule B 
requires a description of the circum- 
stances surrounding a year with an ab- 
normally large income. Finally, no 
claim even for 1940 and 1941 should 
be filed without giving consideration 
to the so-called 80 per cent. rule, a 
peculiar situation created by section 
710(a) (1) (B) which limits the sum 
of the normal tax, surtax and excess 
profits tax to 80 per cent. of the surtax 
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net income computed without regard to 
the credit for income subject to the ex- 
cess profits tax. 


EFFECT OF 80 PER CENT. RULE 


This rule creates a peculiar situa- 
tion because, within certain limits, an 
increase in the excess profits credit re- 
sults in a net increase in the tax after 
deducting the post-war refund. As the 
excess profits credit increases, the ex- 
cess profits tax and the post-war refund 
decrease although the total tax payable 
remains the same. There is therefore 
no point in filing a claim unless the 
adjustment is large enough to make the 
80 per cent. rule inapplicable. When 
the net income is in excess of $50,000 
and the normal tax net income, surtax 
net income (disregarding the credit for 
income subject to the excess profits 
tax) and excess profits net income are 
all the same, it will be found that the 
adjustment must exceed 21.951 per 
cent. of the excess of the net income 
over 5 times the sum of the specific 
exemption, the excess profits credit and 
thé unused excess profits credit adjust- 
ment. 

This peculiar situation creates sev- 
eral problems. Assume that the tax- 
payer has a basis for filing claims for 
1940 or 1941 or both years but that 
the refunds are less than the reduction 
in the post-war refund for 1942, aris- 
ing from the carry-over of the unused 
credits. If the taxpayer has filed the 
claims and accepted the refunds for 
1940 and 1941, it is probable that it 
will have to suffer the reduction in the 
post-war refund for 1942. On the other 
hand, if it has not filed the claims or if 
it has not accepted the refunds, it may 
not be in a position to determine the 
advisability of its course of action by 
September 15th since the effects of re- 
negotiation and the unused excess prof- 
its credit carry back to 1942 may or 
may not take that year out of the 80 
per cent. rule. 

The taxpayer faces the same ques- 
tion with respect to the advisability 
of filing a claim for 1942 irrespective 
of the situation with regard to 1940 
and 1941. This problem is now under 
consideration and it is possible that 
some satisfactory solution may be 
worked out with the Commissioner be- 
fore September 15th. For this and 
other reasons, it is probably advisable 
to defer the filing of claims until the 
regulations are promulgated. 
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In I.T. 3599, the Treasury has ruled 
that ‘The corporation’s application for 
relief must set forth in detail and 
under oath each ground under section 
722 upon which the application for 
relief is based, and facts sufficient to 
apprise the Commissioner of the exact 
basis thereof. The mere statement of 
the provision or provisions of law 
upon which a claim for relief is based 
shall not constitute an application for 
relief within the meaning of section 
722. If a claim for relief is based upon 
section 722(b) (5) [relating to fac- 
tors other than those expressly pro- 
vided by section 722(b) (1), (2), (3), 
and (4)} the application must state 
the factors which affect the corpora- 
tion’s business and which may reason- 
ably be considered as resulting in an 
inadequate standard of normal earnings 
during the base period. However, if it 
is not possible for the taxpayer on or 
before April 21, 1943, to obtain and 
present all the detailed information re- 
quired to establish its eligibility for re- 
lief and the amount of its constructive 
average base period net income, such 
detailed information may be submitted 
later as a supplement to the applica- 
tion. 


ADDITIONAL DATA 


“A corporation may, within a rea- 
sonable time after the time prescribed 
for the filing of Form 991 (revised 
January, 1943) supplement its applica- 
tion for relief by furnishing additional 
data and information to prove the 
grounds for relief stated in such ap- 
plication and to establish the amount 
of the constructive average base period 
net income. However, no new grounds 
for relief presented by a corporation 
after the date prescribed for the filing 
of its application for relief will be 
considered.” 

Probably the most important factor 
in the preparation of Form 991 is the 
inclusion of a complete explanation of 
all the factors which the taxpayer has 
claimed as causes for a depressed aver- 
age base period net income. While no 
new grounds may be added to the 
claim, the taxpayer can probably sup- 
plement or amend the computation of 
the average normal earnings. Further- 
more, as in the case of ordinary claims 
for refund, the taxpayer may after fil- 
ing the claim submit additional proof 
or evidence supporting its contentions. 
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ABNORMALITY DUE TO INTERRUP- 
TION BY UNUSUAL EVENTS 


The first ground for relief applicable 
to taxpayers incorporated prior to Jan- 
uary 1, 1940, is found in subsection 
722(b)(1) and provides relief for 
those cases where normal production 
in one or more of the taxable years 
in the base period was interrupted be- 
cause of unusual events which occurred 
immediately prior to or during the base 
period. Item 1, Schedule B, on page 3 
of Form 991 fails to bring out the im- 
portant point that the event may have 
occurred immediately prior to the base 
period. The form requires, (a) a de- 
scription of the events and time of oc- 
currence and, (b) a statement of the 
taxable years in the base period under 
which normal operations were adversely 
affected. Item 6 on page 5 of the form 
requires that a profit and loss statement 
and supporting schedules reconstructed 
in detail for each year be attached to 
the form. The Senate Finance Com- 
mittee report indicates that subsection 
(1) is concerned primarily with physi- 
cal rather than economic events. Fires 
and floods are cited as examples and 
the regulations promulgated under sec- 
tion 722 prior to its amendment also 
included strikes. 

The taxpayer is entitled to relief 
under this section so long as a strike 
is the proximate cause of the abnor- 
mality. The strike need not, therefore, 
occur in the taxpayer’s plant. The pro- 
duction may have been interrupted be- 
cause of a strike in the plant of some 
concern with which the taxpayer did 
not even do business. 


PROOF OF DirEcT Loss 


In several instances the Treasury has 
already disallowed claims filed under 
this subsection on the ground that the 
taxpayer must show that it suffered a 
direct loss in earnings. The Treasury 
argues that it is not sufficient to show 
by comparative statistics that the vol- 
ume of sales in the particular year was 
lower than the alleged normal amount. 
The examining agents argued that the 
strike merely had the effect of post- 
poning the dates of delivery and that 
in fact no sales were actually lost. In 
some instances this argument may be 
difficult or impossible to refute, par- 
ticularly where the abnormal event was 
only of a temporary nature. 

The question should be thoroughly 
discussed with the sales department or 





the officer in charge of sales and all 
available proof should be obtained and 
submitted in support of the claim. [t 
may be well to correspond with dis. 
tributors and dealers, and possibly cus- 
tomers, to show samples of instances 
where actual sales were lost. A study 
of the unfilled orders at the date of 
the strike and the ultimate disposition 
of such orders may be helpful. 

The Treasury has allowed abnormal 
deductions due to a strike in its adjust- 
ments under section 711(b) (1) (J). 
In reconstructing the income for any 
particular year care should be exer- 
cised to make sure that the cost of the 
increased volume of sales is correctly 
computed. Examining agents in several 
instances have indicated a tendency to 
overlook the fact that certain costs and 
expenses are fixed and that an increase 
in volume has no effect on them. 

The taxpayer should claim an ab- 
normality under subsection 1 if it suf- 
fered from slowdown strikes which 
were more or less prevalent through- 
out the base period years. The effect of 
these strikes is rather apparent as it 
can readily be discovered from a study 
of comparative labor costs. In some 
instances the increase will be readily 
apparent by inspection. 


ABNORMALITY BECAUSE OF TEM- 
PORARY ECONOMIC CIRCUMSTANCES 


Subsection 722(b) (2) provides te- 
lief in those cases where the business 
of the taxpayer was depressed in the 
base period because of temporary eco- 
nomic circumstances unusual in the 
case of the taxpayer or of the industry 
of which the taxpayer was a member. 
The Senate Finance Committee report 
states that this subsection covers the 
loss of the sole customer with whom 
the taxpayer has done business for a 
number of years. Another example 
given is the case of a price war which 
adversely affected the operations of the 
industry of which the taxpayer was a 
member during the base period. 

Form 991 requires a description of 
the temporary economic events, and 
where the industry was affected, the 
taxpayer is required to describe the in- 
dustry and to furnish names and ad- 
dresses of other members. The form 
also requires a schedule showing the 
computation of the business claimed 
to be normal for such years if not 
more than two years in the base period 
have been affected. If more than two 
years have been affected a detailed 
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statement of normal conditions sup- 
porting the determination of average 
normal earnings must be submitted. 
Subsection (b)(2) would appear to 
cover not only cases of the complete 
loss of an important customer but also 
instances where the taxpayer lost a sub- 
stantial amount of the business of such 
important customer due to the entrance 
of new competitors in the field. In such 
instances the taxpayer was often forced 
to attempt to develop new outlets for 
its product. Such a process takes time 
and subsection (b) (2) undoubtedly 
contemplates the granting of relief in 
such cases. 

It is entirely possible that instances 
may arise in an industry where several 
competitors in their struggle for busi- 
ness undersell one another to such an 
extent that the effects of the practice 
may be substantially the same as those 
of a price war. There will undoubtedly 
be a twilight zone in which it will be 
very difficult to draw the line between 
normal competition and practices sub- 
stantially equivalent to a price war. 

In the case of the taxpayer which is 
required to develop new outlets for its 
business it would seem that the only 
recourse that the taxpayer would have 
would be to comparative statistics in 
the industry. It would seem reasonable 
to determine the sales of the affected 
years by taking the same proportion of 
the industry’s sales in the affected years 
which the taxpayer’s sales bear to the 
industry's sales in some subsequent 
yeat in which it has completely over- 
come the effects of the loss of its busi- 
ness with its principal customers. 

In the case of taxpayers suffering 
from the effects of a price war or of 
such severe competition that it is sub- 
stantially equivalent to a price war, it 
would appear that the normal earnings 
for the affected years could be deter- 
mined by repricing the sales. The re- 
vised prices should be equal to those 
which could have been obtained had 
normal competitive conditions existed 
during the particular years. 


ABNORMALITY DUE TO ADVERSE 

ProFits CYCLE OR INADEQUATE 

REPRESENTATION OF SPORADIC 
PROFITS 


Subsection (b) (3) provides relief 
patticularly for taxpayers in the heavy 
goods industries or those in which the 
profits cycle is relatively long and 
where the base period reflects either 
no profits at all or profits of a very 
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small amount. Form 991 requires a 
description of the industry and names 
and addresses of other members. The 
taxpayer is also required to furnish 
data showing that its business was de- 
pressed by reason of an unusual profits 
cycle. It appears advisable for such tax- 
payers to furnish a graph with Form 
991, which would plot their net in- 
come for a period of at least one cycle. 
The form requires the taxpayer to 
describe the period, if any, during 
which average profits are claimed to 
represent average normal earnings and 
to furnish reasons and particulars sup- 
porting its claim. 

The form also provides that if a tax- 
able period other than the base period 
is used in the computations, detailed 
computations and analysis of the pe- 
riod of not less than three years should 
also be submitted. Such period is re- 
quired to bear the same relationship to 
the experience of the taxpayer as the 
base period bears to business in gen- 
eral. It is rather difficult to understand 
the meaning of such requirement as it 
is phrased on page 5 but the Senate 
Finance Committee report makes it 
plain that the base period of the tax- 
payer must bear the same relationship 
to its cycle as the general business base 
period bears to the general business 
cycle. In other words, if the average 
of the amounts shown in the general 
business base period is 95 per cent. of 
the average of the data included in the 
general business cycle, the taxpayer 
will be limited to 95 per cent. of the 
average net income which it earned 
during its business cycle. 

The Senate Finance Committee re- 
port states that it is impossible to define 
categorically a general business cycle 
and it is anticipated that there will be 
some difficulty in arriving at an agree- 
ment with the Commissioner as to the 
cycle to be used. 

The second type of abnormality con- 
templated by section 722(b) (3) is the 
case where the sporadic periods of 
profits are inadequately represented in 
the base period. As in the case of the 
first type of abnormalities, it will be 
necessary for the taxpayer to compare 
its base period experience with the 
average of its experience over some 
representative period. If this ratio is 
less than that computed from compar- 
able data taken from some general 
business cycle, the taxpayer should be 
permitted to use the general business 
ratio in the determination of its con- 
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structive average base period net in- 
come. 

There are various statistical methods 
of determining averages and there are 
a wide variety of statistics relating to 
business in general and to specific in- 
dustries. It is not feasible to attempt 
to recommend any particular method 
or any particular table. These must be 
selected and applied with due regard 
to the requirements in each particular 
case. 


COMMENCEMENT OF OR CHANGE IN 
BUSINESS PRIOR TO OR DURING THE 
BASE PERIOD 


Section 722(b) (4) will probably 
prove to be most extensively used. The 
phrase “change in the character of the 
business” includes (1) a change in the 
operation or management of the ‘busi- 
ness, (2) a difference in the products 
or services furnished, (3) a difference 
in the capacity for production or opera- 
tion, (4) a difference in the ratio of 
nonborrowed capital to total capital, 
and (5) the acquisition of all or part 
of the assets of a competitor. The 
change will qualify provided it oc- 
curred immediately prior to the com- 
mencement of the base period. The 
Senate Finance Committee report indi- 
cates that the change will qualify if 
the full effects thereof were not felt 
prior to the commencement of the base 
period. The change will qualify if it 
occurred after the base period as a re- 
sult of a course of action to which the 
taxpayer was committed prior to Janu- 
ary 1, 1940. In such event, the change 
shall be deemed to have occurred on 
December 31, 1939. 

If the full momentum of the change 
had not been reached by the end of 
the base period, the taxpayer should 
estimate the capacity it would have 
reached at that time, if the change had 
occurred two years before the actual 
date of the change. The statutory 
language is rather obscure but the Sen- 
ate Finance Committee report makes it 
plain that, in reconstructing the income 
for each of the base period years, it 
should be assumed that the taxpayer 
enjoyed the estimated capacity, not 
from the date of the change, but from 
the commencement of the base period. 

The problem of estimating the en- 
hanced capacity is by no means easy of 
solution. It is doubtful whether any 
comparative statistics would be avail- 
able although they would be material 
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if sufficiently similar. Furthermore, the 
period of time, unaffected by the war, 
within which the change developed is 
so short that, in most instances, it 
would be impracticable to determine a 
satisfactory rate of growth. The solu- 
tion of such a problem must be left to 
the sound judgment of the manage- 
ment. 

In one case, a taxpayer engaged in 
the manufacture of kitchen units and 
in supplying parts to one of the 
three largest automobile manufactur- 
ers, moved its plant on September 1, 
1938 and doubled its floor area and 
investment in machinery and equip- 
ment. The taxpayer claimed that 1940 
represented the first year of full opera- 
tions and determined its constructive 
volume of sales by multiplying the sales 
of the automobile company for each 
of the base period years by the ratio 
applicable to 1940. The constructive 
net income from the automotive de- 
partment was computed by costing the 
additional volume and adjusting the 
operating expenses. The kitchen de- 
partment which operated at a loss and 
which was not affected by the removal 
was left alone. 

The examining agent claimed that 
1939 should be used as the effective 
year and based his computations on 
the data of nine other suppliers, scat- 
tered all over the country and engaged 
in other lines of business. Having de- 
termined the constructive volume, he 
determined the net income by applying 
the actual net income percentages of 
the taxpayer without correcting them 
for the losses on the operation of the 
kitchen department or without adjust- 
ing for fixed costs and fixed operating 
expenses. 

The taxpayer protested this adjust- 
ment and showed that 1939 did not re- 
flect the full capacity of the taxpayer 
by indicating that the ratio of 1940 to 
1939 volume in the case of the tax- 
payer was 2.23, in the case of the auto- 
mobile manufacturer 1.35 and, in the 
case of the nine so-called automobile 
suppliers, after correction of certain er- 
rors in the revenue agent’s report, 1.32. 

This case is now pending before the 
conference section. It is important be- 
cause it indicates that the Treasury is 
willing to use the comparative method 
of determining constructive volume. At 
least one case has been settled in the 
conference section of the Michigan 
District which involved the use of this 
method but the settlement is subject to 
post review in Washington. Most of 
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the cases involving a material amount 
have gone to the Technical Staff. 


First CHANGE 


The first abnormality referred to as 
a change was introduced by the 1942 
Act and, according to the Senate Fi- 
nance Committee report, was intro- 
duced to grant relief to those corpora- 
tions which improved their earnings 
through the introduction of new proc- 
esses of manufacture or new manage- 
ment methods. Examples are given of 
changes in sales and production meth- 
ods and of a change from a system of 
hand loading to a system of mecha- 
nized loading. Another example is a 
change from door to door canvassing 
to direct sales to retailers. 

This provision should awaken en- 
thusiasm in the most phlegmatic prac- 
titioner or controller. The possibilities 
of claims under this subsection are such 
that few taxpayers should assume that 
they are entitled to no relief. Many 
claims which were denied under sec- 
tion 722 prior to its amendment 
should be allowed under this subsec- 
tion. For example, one claim was dis- 
allowed because the change could not 
qualify as a new product in spite of 
the fact that the improvements were 
so material that the taxpayer was 
granted a patent. 

The subsection seems broad enough 
to encompass any improvement in sales 
or production. New packages, new 
labels, new methods of selling may 
have effected an improvement in earn- 
ings. Changes in personnel, particu- 
larly executives and technicians in the 
factory of the manufacturer or in the 
laboratory of the technical processors 
of all kinds and descriptions frequently 
produce substantial increases in earn- 
ings. 


SECOND CHANGE 


The second change, referred to in 
subdivision (4), is a difference in 
products or services furnished. The 
Treasury has been rather strict in the 
interpretation of the few cases that 
have been decided and limits the scope 
of the section to the introduction of 
new departments. 


THIRD CHANGE 
The third change relates to a differ- 


ence in capacity for production or op- 
eration. There is usually no argument 





with the Treasury with respect to the 
existence of the abnormality. The vari- 
ance of opinion arises in the determi- 
nation of the amount of the relief. 
Most of the argument will probably 
revolve around the question of the 
selection of the proper comparatives, 
This method was employed under the 
old excess profits tax law and it will 
be recalled that after some litigation it 
was decided that the Commissioner 
was required to show the comparatives 
which were used in his determinations 
in proceedings before the Board of Tax 
Appeals. While no policy has appar. 
ently as yet been formulated by the 
Treasury with respect to this procedure, 
it seems reasonable to anticipate that 
the Commissioner will not refuse to 
show his hand under the present law. 
Incidentally, these comparatives will 
prove to be of inestimable value and 
the management of each taxpayer 
should not lightly refuse the request 
of other taxpayers for this data. 

Where the change was completed 
after December 31, 1939, the taxpayer 
must show that it was committed to 
the course of action prior to that date. 
The commitment need not be of a 
legal nature but the evidence should 
show that certain definite steps were 
taken toward the consummation of the 
plan prior to December 31, 1939. If 
the taxpayer can prove this, it is as- 
sumed that the change was effected on 
December 31, 1939. The taxpayer must 
then estimate the volume it would have 
reached on that date, if the program 
of expansion had been completed on 
December 31, 1937. Here again, the 
tax practitioner or controller will have 
to rely heavily on estimates made by the 
management. 

Where taxpayers have instituted a 
program of civilian expansion prior to 
December 31, 1939 and have later en- 
gaged in war work their program has 
necessarily been modified by the de- 
mands of their war contracts. The tax- 
payer should be entitled to the in- 
creased capacity arising from changes 
actually effected and traceable to plans 
drawn up prior to December 31, 1939. 
The actual determination of this factor 
is largely a question of judgment. 

In preparing the evidence to be sub- 
mitted in support of the claim that 
certain additions were made pursuant 
to a program of expansion adopted 
prior to December 31, 1939, the tax- 
payer must exercise care to avoid state- 
ments which are inconsistent with 
those made in the application for ne- 
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cessity certificates. It is possible that 
the taxpayer may in certain cases with- 
out making misrepresentations refer to 
the same addition in both Form 991 
and the application for the necessity 
certificate but it is improbable that 
the Treasury will permit the adoption 
of an inconsistent position. Both Form 
991 and the application for the neces- 
sity certificate must be made under 
oath. In reviewing the statements made, 
the taxpayer should consider all repre- 
sentations made in correspondence 
which related to the granting of the 
application. 

Where the change has not been 
completed by the close of December 
31, 1939, it is clear that the operations 
for 1940 or 1941 would not reflect 
the complete effect of the expanded 
facilities. Form 991 very properly re- 
quires that, in computing the credit 
for those years, it be reduced propor- 
tionately to reflect the fact that the 
entire facilities as expanded were not 
productive of income during the en- 
tire year. Where the expansion has 
progressed throughout the year, the 
extent of the change required by the 
form could be determined from the 
rates of the average monthly produc- 
tion to the total production which 
could have been obtained had the total 
facilities been effective throughout the 
year. Form 991 also correctly provides 
that credit will not be allowed for ad- 
ditions to invested capital the proceeds 
from which were expended in carrying 
out the program of expansion. 


FouRTH CHANGE 


The fourth change relates to a dif- 
ference in the ratio of nonborrowed 
capital to total capital. Several cases 
have been allowed under this category. 
In those cases, the taxpayers sold addi- 
tional stock or used their accumulated 
earnings to reduce their borrowed cap- 
ital. The relief results in the addition 
to the base period earnings of the re- 
duction in the interest. Where bonds 
in substantial amount have been re- 
capitalized through the issuance of 
stock, the relief may amount to a ma- 
terial sum. 


FIFTH CHANGE 


The fifth change relates to the ac- 
quisition before January 1, 1940 of 
all or part of the assets of a compet- 
itor with the result that competition 
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was eliminated or diminished. This sec- 
tion should be considered in connection 
with Supplement A which applies 
when substantially all the assets were 
acquired in exchange for stock. In one 
case, the Treasury has allowed a claim 
based upon the acquisition of some of 
the assets of a competitor in 1938. The 
taxpayer only claimed correction for 
certain abnormal expenses incurred in 
the year in which the departments 
were merged. No claim was made or 
required with respect to the prior years 
although it appears that the Treasury 
might have required the adjustment 
since the taxpayer was enjoying the use 
of the growing income method. 
Subsection 722(b) (5) is a catch-all 
section which relates to those abnor- 
malities which do not precisely fit the 
definitions of the preceding subsec- 
tions. Many cases will arise where a 
particular abnormality may approxi- 
mate the requirements of another sub- 
section. In such instances, the taxpayer 
should also make the claim alterna- 
tively under section 722(b) (5). 


New CORPORATION 


Section 722(c) is designed to af- 
ford relief to those corporations which 
were not in existence, actually or con- 
structively, prior to January 1, 1940. 

The first subdivision relates to those 
cases in which intangible assets not 
includible in invested capital make im- 
portant contributions to income. In 
order to obtain relief under this sub- 
division, it is not necessary to consider 
the character or the inadequacy of cap- 
ital. The only requisite is that intan- 
gibles make important contributions 
to income and are excluded from in- 
vested capital. 

Relief is probably intended for those 
cases where the new corporation is 
formed by persons possessing technical 
qualifications. Inventors may have 
worked on a group of patents during 
the base period years and may not 
have succeeded in obtaining the requi- 
site capital until after the close of the 
base period. Another example would 
be the case of a group of people in 
the restaurant business who may have 
established an international reputation 
in France. If they should come to this 
country and incorporate after the base 
period, it would appear that they would 
be entitled to relief. 

The most feasible method of deter- 
mining the amount of the relief is to 
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attempt to obtain the statistics of an 
established competitor and to substi- 
tute a proper proportion thereof. It 
seems, however, that comparative sta- 
tistics will be rather difficult to obtain. 


In such instances, the only recourse 
will be to estimate the volume in the 
light of all the surrounding facts and 
circumstances. Form 991 requires that 
names of other comparative corpora- 
tions be submitted. If the data from 
competitors cannot be obtained, the 
Commissioner will probably test the 
estimates of the taxpayer by compari- 
son with other taxpayers. 

The second subdivision relates to 
those cases where capital is not an im- 
portant income-producing factor. It is 
quite possible that the examples given 
under the preceding subdivision would 
also apply here. The Senate Finance 
Committee report gives the example of 
a corporation formed by a group of 
fashion consultants who employ a large 
technical and professional staff. It 
would seem that this subdivision would 
cover all corporations rendering spe- 
cialized or professional services where 
some capital was necessary in the oper- 
ation. 

Taxpayers interested in this subdivi- 
sion may find a review of the decisions 
handed down under section 209 of the 
1917 Act profitable. That section pro- 
vided special treatment for ‘‘a trade or 
business having no invested capital or 
not more than a nominal capital.” 

It would seem that any decisions 
holding that a taxpayer came within 
section 209 should be helpful because 
the requirements of the old law were 
more stringent than those of the new 
law. 

The third subdivision relates to 
cases where the capital is abnormally 
low. It is suggested that taxpayers try 
to fit their claims in other subdivisions 
because the Treasury will probably 
argue that relief should be limited to 
treating part of the borrowed capital 
as equity capital. 

From the foregoing, it appears that 
section 722 covers many types of ab- 
normalities. Before deciding that the 
company is entitled to no relief, the 
section should be thoroughly discussed 
with the principal executives and the 
members of the sales and production 
departments. It is quite possible that 
they have certain recollections of ab- 
normalities which may not be appar- 
ent from an analysis of available ac- 
counting data. 








The ever increasing tempo of pro- 
duction rates continues to impose upon 
industrial organizations unique and un- 
usual financial problems. Everyone rec- 
ognizes that the first duty is to finance 
this production, but the financing 
methods available today offer in addi- 
tion opportunities to afford some meas- 
ure of post-war adjustment protection. 

Many of the old yardsticks for meas- 
uring a credit risk have had to be dis- 
carded. Bankers today are placing prin- 
cipal emphasis on the ability of their 
borrower to produce according to speci- 
fication and within cost estimates. 

It is a well known paradox that too 
large a volume of business may carry 
in its wake the same financial hazards 
as too little. Accordingly, the Govern- 
ment, recognizing this situation, has 
provided a number of methods of 
either directly or indirectly aiding the 
financing of this production. They fall 
into two principal types—permanent 
asset and working capital financing. 

You are all familiar with the method 
whereby Defense Plant Corporation 
acquires and leases these permanent 
facilities. This method obviously im- 
poses no strain upon the working cap- 
ital position and has been most effec- 
tive in its application. 

You are equally familiar with the 
procedure whereby the company’s own 
funds are used for the acquisition of 
such facilities and Certificates of Ne- 
cessity are issued permitting amortiza- 
tion over a five-year period. This plan 
has been equally effective, except for 
one possible element of weakness. The 
law provides that at the termination of 
the emergency the contractor may con- 
tinue his depreciation at the rate of 
20% a year or he may reset his depre- 
ciation schedules to obtain a complete 
write-off from the date of the Certifi- 
cate of Necessity to the termination of 
the emergency and may file amended 
tax returns to reflect the adjustment, 
or he may determine to amortize the 
remaining balance at a normal rate of 
depreciation. The element of uncer- 
tainty here is just when the emergency 
shall be terminated. 

It can be readily seen that an exces- 
sive rate of depreciation is of little 
benefit if there are no accruing profits 
against which to charge it, and conceiv- 
ably such a situation could arise if pro- 
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duction were sharply curtailed and the 
official termination of the emergency 
came at a considerably later date. 


Topay’s CAPITAL NEEDS 


Based upon former standards, per- 
manent capital is inadequate in rela- 
tion to the excessive volume of busi- 
ness’ which has been created today. 
Permanent equity capital for normal 
pursuits of business is only supplied 
from outside contributions or by the 
retention and reinvestment of earnings. 
The difficulties of obtaining new ven- 
turesome capital today are too well 
known to be commented upon, and 
high taxes and the Renegotiation Act 
have combined to make the latter 
method more difficult. 

There are some concerns in the coun- 
try today who are using their tax re- 
serve as a means of providing working 
capital financing. Large gross profits 
result in the creation of large income 
taxes and _ renegotiation _ liabilities, 
which, not being due until fifteen 
months after the profit occurs, pro- 
vide one means of obtaining funds 
for current operation. It is dangerous 
to rely on this type of financing alone. 
It’s all right as long as a profitable 
volume is maintained, but situations 
will inevitably develop where the 
taxes will become due before settle- 
ments are made on cancelled contracts. 
The penalties for non-payment of 
taxes are severe and unfortunately, 
there are no offsetting bonuses on the 
claims under cancelled contracts. 

Direct advances by the Government, 
or by its various instrumentalities, have 
been largely availed of by many pro- 
ducers. The type of advance payment 
contract employed by the Defense 
Plant Corporation and extensively used 
by the machine tool industry is the 
more advantageous type. 

The form of contract generally used 
by the Army and Navy provides that 






advances are placed in a special ac- 
count, usually requiring the counter. 
signature of a government official, and 
all or substantially all of the payments 
received under the particular contract 
are also deposited in the account and 
the fund is then used specifically to 
defray the cost of the particular con- 
tract. The Government at all times 
maintains a lien on the account and 
generally reserves to itself certain ar- 
bitrary rights to withdraw the fund. 

Where advances on a number of 
contracts have been made, each one is 
kept separate and apart and in the 
event of wholesale cancellations there 
may be no grouping of such accounts 
for the purpose of offsetting claims 
against the advances. 

A large and extensive use has been 
made of the so-called ‘Regulation V” 
method of financing, wherein the 
armed services, acting through the Fed- 
eral Reserve System as Fiscal Agent, 
guarantees certain agreed percentages 
of bank loans for war production. 

The standard form of Guarantee 
Agreement now in use gives the bor- 
rower certain advantages in the event 
of a substantial cancellation of his 
war production contracts. “War Pro- 
duction Contracts” are broadly defined 
in the Agreement and include prime 
contracts, as well as any subcontracts 
or orders which aid directly or indi- 
rectly in the war effort. A rather in- 
volved formula is provided to permit 
the determination of a ratio of can- 
celled contracts to total contracts. When 
this ratio exceeds 25 per cent., the bor- 
rower is permitted to have the maturity 
of an equivalent percentage of his loan 
suspended and interest waived thereon, 
provided that the amount suspended 
does not exceed his estimate of claims 
under the cancelled contracts. 

Most of the larger credits so guaran- 
teed are set up on a revolving basis, 
under which the bank commits—or a 
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syndicate of banks commit—to loan a 
maximum amount over a period of two 
to three years. Regardless of the maxi- 
mum commitment, the’ services require 
that some formula be adopted to re- 
late the amount loaned to the borrow- 
ers wat production requirements. These 
formulas are developed in each case to 
fit the particular needs of the borrower. 

They may limit the loans to some 
high percentage of receivables arising 
out of war production contracts plus 
inventory acquired for war production 
purposes—or, they may likewise limit 
the loans to a percentage of the bor- 
rower’s backlog of war production con- 
tracts, and in some cases, a combina- 
tion of these factors are required. It 
is therefore apparent that as war con- 
tracts decline, the amount of credit 
available may likewise be reduced. 

Advances made under such credits 
are generally secured by the assignment 
of proceeds of the borrowet’s contracts, 
or if such assignments are not origi- 
nally forthcoming, the guarantor and 
the banks reserve an option to demand 
such a pledge. There is an understand- 
able reluctance on the part of many 
borrowers to the pledging of accounts 
receivable. However, such pledges are 
becoming so widespread that the stigma 
formerly attached to such action has 
been virtually removed. 

Obviously, where banks are firmly 
committing to make loans over a pe- 
tiod of time, certain financial restric- 
tions must be written into the loaning 
agreements. Principally, these relate to 
the maintenance of a minimum work- 
ing capital, a restriction on dividends 
to some reasonable percentage of earn- 
ings, and a limitation upon the amount 
which may be invested in fixed assets 
and occasionally a limitation upon ex- 
ecutive salaries. 

Most such agreements also provide 
that the borrower will maintain either 
cash in a special account and/or tax an- 
ticipation notes equal to at least 80 per 
cent. of the borrower's full accrual for 
income, surtax and excess profits taxes. 

The guarantor has taken the position 
that guarantees will not be issued 
where credit might be otherwise avail- 
able and where it is evident that re- 
quest for guarantee is only being made 
for the purpose of the borrower ob- 
taining the benefits of suspension of 
maturity in the event of cancellation. 
The guarantor, however, recognizes 
that the acquisition of tax anticipation 
notes or the setting aside of a cash 
reserve fund for the purpose of meet- 
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ing taxes when due is a reasonable and 
desirable procedure. Therefore, many 
of such loans today do not exceed the 
amount of the borrower's tax antici- 
pation notes. 

The condition in the guarantee 
agreement limiting the amount of the 
borrower's loan which may be sus- 
pended to a percentage of the total 
loan, but not more than the amount of 
the borrower's estimated claims under 
cancelled contracts, makes it important 
that the borrower utilize a sufficiently 
large amount of the credit available in 
order to obtain the full benefit of such 
suspension of maturity. 


SUSPENSION OF MATURITY 


Let me illustrate this point in this 
manner: Presume that A Corporation 
has arranged a line of credit of $1,- 
000,000 guaranteed under Regulation 
V. Fifty per cent. of its contracts are 
cancelled and it estimates that its claims 
arising out of such cancelled contracts 
amount to $400,000. It is then per- 
mitted to have the maturity suspended 
on 50 per cent. of its loans, or $400,- 
000, whichever is the lesser amount. 
Therefore, to have availed itself of the 
maximum protection it should be bor- 
rowing at least $800,000 at the time 
the moratorium is requested. Had the 
loan at such time been less than $800,- 
000, under the example given, 50 per 
cent. of such lesser amount would have 
been less than the amount of the bor- 
rower’s claims under its cancelled con- 
tracts. 

As payments are received on can- 
celled contracts, the borrower is re- 
quired to pay an equal amount of his 
suspended notes. Suspension of ma- 
turity, however, will not continue for 
more than one year after the date of 
final determination on any particular 
contract. These provisions of the guar- 
antee agreement are not in any sense 
credit insurance on the borrower’s ac- 
counts. 

There has been much discussion of 
contract cancellation provisions. I 
should like to point out, however, that 
there will be very little benefit accru- 
ing under the suspension of maturity 
section of Regulation V credits, unless 
the borrower has adequate cancellation 
clauses in his contracts. Those of you 
who are operating under subcontracts 
or orders should carefully examine 
these conditions. 

The Regulation V method of financ- 
ing in most cases offers an excellent 
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solution to the problems of post-war 
adjustment. The regulation itself is one 
of the most constructive things that 
has come out of Washington. It is a 
comfortable feeling to know that full 
coverage has been provided for tax 
liabilities and that a moratorium can 
be obtained on a portion of liabilities 
which is approximately equal to the 
amount of inventory frozen as a result 
of cancellation. It definitely cushions the 
shock of the post-war adjustment period. 

I have touched only the high spots 
of the more important methods of 
financing which are available. I should 
like to emphasize, however, that there 
is NO panacea present in any of these 
methods—no way in which an insol- 
vent or financially weak concern may 
lift itself by its bootstraps. In all of 
them the debtor and creditor rela- 
tionship continues to exist. No per- 
manent equity capital is supplied where 
none existed before. The risks vary 
with the type of business and its pres- 
ent financial structure. Concerns oper- 
ating with low inventories and quick 
turnover have a relatively small ex- 
posure. Those having expanded inven- 
tories and substantial commitments out- 
standing are facing definite risks if can- 
cellations take effect. 

During prosperous times it is not 
difficult for management to adopt loose 
policies. It is fallacious thinking to 
approve expenditures simply because 
they become deductions from earnings, 
and therefore the government is assum- 
ing approximately 80 per cent. of their 
cost. One of our customers recently told 
us that he had instructed all the key 
members of his organization to adopt 
the same careful and conservative pol- 
icies in effect at the bottom of the de- 
pression. He does not want his organi- 
zation to have expensive habits, when 
and if the present prosperity wanes. 

Conservative dividend policies and 
the establishment of contingency re- 
serves are virtually mandatory today. 
The mere establishment of a reserve, 
however, is no assurance that, when 
the need for which it was created 
arises, the dollars will be there. It is 
therefore important that plans be estab- 
lished now so the cash will be avail- 
able when needed. 

Alert management will carefully 
appraise the benefits available to it and 
will adopt those policies and choose 
from those plans which will not only 
adequately finance its present produc- 
tion, but be most beneficial during the 
difficult period of post-war adjustment. 








When Sherman said “War is 
Hell” he didn’t know the half of it! 
Today we are getting the other half 
—in the way of numerous orders, 
laws and regulations. I hardly need 
to add that it’s a big job keeping 
pace with the rapid changes con- 
fronting us today. No doubt most of 
us have criticized and complained— 
that is our American right—but we 
have found and will find ways and 
means of solving our problems. 

As Controllers—the ‘‘Shock 
Troops of Business’”—you have dealt 
with many, many figures, so I would 
like to present to you some figures 
which tie in with the manpower 
problem. Our population is over 
130,000,000 people. What are they 
doing, and how many can be utilized 
in our labor force? 

It has been estimated that a labor 
force of 60,000,000 people could be 
put to work if necessary. In the past 
two years over 5,000,000 have been 
added to the number of employed 
persons in the nation, in addition to 
the millions who joined the armed 
forces. Millions of these workers 
came from the ranks of the unem- 
ployed, and some from the normal 
growth of labor in our country. 

We have a tremendous task ahead 
of us to produce the planes, tanks, 
ships, guns, ammunition, food and 
all the supplies so urgently needed 
by our armed forces and by our al- 
lies. We need many products for 
our civilians and for the civilians in 
our allied countries. Millions of ad- 
ditional workers will be needed to 
carry on this tremendous task. 


IS THERE A SHORTAGE? 


Many people believe that we are 
faced with a nation wide manpower 
shortage. There is a shortage of 
manpower (male gender) in certain 
occupations in some areas. We will 
carry on our program successfully if 
we make sure that every worker is 
on the right job at the right place 
and at the right time. 

The newspapers recently reported 
that War Manpower Chief, Paul V. 
McNutt, indicated that the total 
strength of the armed forces is ap- 
proximately 8,300,000 men and that 
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2,400,000 will be added to the armed 
forces this year, bringing the total 
to 10,700,000 men. 

With 2,400,000 men joining the 
armed forces this year, we cannot ex- 
pect to have a sufficient number of 
men to fill the expected manpower 
requirements. So we will have to 
look for help from the so-called 
weaker sex. I cannot understand why 
and how we men allowed ourselves 
to believe that there existed a weaker 
sex. Without the women we couldn’t 
carry on successfully in our hour of 
need. They are doing a marvelous 
job in our country, as well as in 
Britain, Russia, and in our other al- 
lied countries. 

When, in the Spring of 1940, 
France fell and the tragedy of Dun- 
kirk was heard around the world, we 
all, with heavy hearts feared for 
Britain’s fall. That would have been 
very disastrous for us. We know 
now that Britain did not fall. A tiny 
island nation of only 40,000,000 peo- 
ple held out against a German na- 
tion of at least 80,000,000. Britain 
produced, suffered, and fought in 
those early days until now we can at 
least dimly see victory on the ho- 
rizon. 

The women in Britain played an 
important part in stopping Hitler. 
Britain’s slogan became ‘Nothing 
that a woman can do, or can learn 
to do, should be allowed to absorb 
a man of military age.” Eight out of 
every ten employees in the Britain 
munitions industry are women—five 
out of every ten in aircraft plants, 
and so the figures go throughout 
Britain’s war industries. They recog- 
nized early that about 90 per cent. 
of all jobs could be performed—and 
performed well—by women. 

Even in the last war, occupations 






in which women served includéd 
lathe operators, punch press oper- 
ators, drillpress operators, grinders, 
riveters, inspectors, Crane operators 
and assemblers. By the end of the 
first world war 20 per cent. of all 
employed persons in our country 
were women. The percentage in this 
war will greatly exceed the 20 per 
cent. Over 15,000,000 women are 
now working in all kinds of jobs, 
war and otherwise, and by the end 
of the year the figure will be around 
18,000,000. In addition to the 6,000,- 
000 women now in war industry, 
other millions are driving busses and 
taxis, running elevators, working in 
retail stores, laundries, and so on. 
Women between the ages of 18 to 
60 will be utilized, including house- 
wives, high school graduates, and 
women from all walks of life. 


WOMANPOWER IN WAR 


New women workers are not 
needed throughout the entire coun- 
try at this time, but many are needed 
now, and will be needed in the war 
production centers. When the need 
arose, and the call went out, many 
women responded. Many could not 
be absorbed in the past year, and 
they were turned away by the em- 
ployment departments. This was very 
discouraging to the women, and 
many decided that they would not 
again seek employment. I am sure 
they will change their minds when 
the need arises. In the meantime, 
this problem has been cleared to 
some extent, and canvassers of 
women workers now advise women 
that they may not be needed immedi- 
ately, but that they should hold 
themselves in readiness when the 
call comes. 








THE MAN BEHIND THE MAN BEHIND THE GUN! 


Manpower is an oft-used word these days. 
presented at the Sixth Midwestern Controllers Conference on 
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Graphite Bronze Company, presents facts—and opinions based 
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We have our problems with 
women workers. Some find it diffh- 
cult and inconvenient to work nights, 
some have their home problems, 
child care etc., but the majority of 
them seem to manage their affairs 
satisfactorily. 

Out of 1900 different jobs, it was 
found that only 34 were not suitable 
to women. This certainly speaks well 
for the so called ‘“Weaker Sex.” 


OTHER EMPLOY ABLES 


In addition to the womanpower 
of this country, there are other avail- 
able sources. They are the physi- 
cally handicapped and the minority 
groups. Many of these have been 
employed, and they are doing a very 
satisfactory job. Employment man- 
agers have dropped their standards 
in order to fill the ranks. Mutes and 
blind people, who formerly had dif- 
ficulty in obtaining employment are 
now being utilized successfully in in- 
dustry. 

Another manpower source avail- 
able to war industry is the non-essen- 
tial worker. Campaigns were started 
quite some time ago by the Govern- 
ment in an effort to induce these 
non-essential workers to give up 
their jobs and enter into the war 
plants. Many have done this, and 
many have made financial sacrifices. 

I understand that recently the 
number of non-essential workers 
seeking employment in war plants 
has been reduced considerably. They 
are not responding to the call, and 
no doubt the Government will try to 
find ways and means of compelling 
them to give up their present non- 
essential work and join the millions 
of war workers. 

Another manpower problem we 
were seriously faced with was the 
movement of workers from one 
plant to another, mainly for the pur- 
pose of earning more money. This 
created temporary shortages in war 
plants, and production was seriously 
interrupted. Employment managers 
became “pirates” and robbed each 
other of help. They soon realized 
that this was causing a serious situ- 
ation in all war plants. 

A lot has been said recently about 
employment stabilization. Unfortu- 
nately the phrase “Job Freeze” was 
coined. Psychologically this has had 
a bad effect on workers as they resent 
being told that they are “frozen on 
the job.” The employment stabili- 
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zation plans have aided considerably 
in reducing the movement of labor 
from one plant to another. These 
plans are in effect in most of the war 
production centers in the Country 
and the plans in general are similar. 


CLEVELAND PLAN 


The plan in the Cleveland area is 
as follows: 


The Employment Stabilization Plan 
is a voluntary agreement, adopted by 
a committee composed of equal num- 
bers of representatives of Manage- 
ment and Labor. 

The main purpose of the plan is 
to provide for the orderly transfer of 
workers to the jobs in which they 
can best serve the war effort. Other 
purposes are to prevent labor pirat- 
ing by employers, useless changes of 
jobs by workers, reduced labor turn- 
over and less absenteeism. 

The plan does not necessarily 
“freeze” workers on their jobs. 

The following five general reasons 
for job transfers are considered valid 
under the plan in effect in the Cleve- 
land area, and statements of avail- 
ability shall be issued to any worker 
by his last employer, or by the 
United States Employment Service 
for these reasons: 


1. When the worker is discharged 
by his last employer. 

2. When the worker is laid off for 
an indefinite period, or for a period 
of seven days or more. 

3. When the worker can establish 


that his present employer does not 


utilize him to his highest skill, or 
that he is not being employed full 
time. 

4, When the worker has compell- 
ing personal reasons for wishing to 
change employment. (Husband on 
one shift, wife on another at a dif- 
ferent plant.) 

5. When the worker is employed 


at substandard wages as defined by ° 


the War Labor Board. 


No statement of availability shall 
be issued solely on the ground that 
an individual’s wage or salary rate 
is substantially less than that prevail- 
ing in the locality for the same or 
substantially similar work. 

When a worker decides to quit or 
to be transferred, he shall notify his 
employer of that fact and state his 
reasons. If the employer fails to 
issue a statement of availability, the 
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worker may notify the United States 
Employment Service, and within five 
days the United States Employment 
Service shall determine if a statement 
of availability is to be issued to the 
worker. Within three days after re- 
ceipt of notice of the United States 
Employment Service’s decision, the 
worker or the employer may appeal 
to the Area War Manpower Com- 
mittee. Further appeals may be taken 
to the Regional War Manpower 
Committee. 

Until such time as issuance of the 
statement of availability is deter- 
mined by the United States Employ- 
ment Service, the worker shall re- 
main on the job. The above plan is 
in effect in Ohio, Michigan, and 
Kentucky. 

Workers from outside the area are 
not to be recruited or hired except 
by clearance with the United States 
Employment Service. This is in ef- 
fect to prevent housing problems in 
congested districts. 

A critical worker must be cleared 
through the United States Employ- 
ment Service before being recruited, 
transferred or hired. 

Workers in non-essential activities 
may be hired into essential activities 
without restrictions of any sort, ex- 
cepting that critical workers must be 
employed through the United States 
Employment Service. 

This plan is not perfect and fool- 
proof, and many problems have 
arisen as a result of it and some 
people have been hurt. But on the 
whole, it is operating fairly well. 

The problem of wages and salaries 
also created the movement of labor 
from and to war plants. Since the 
wage and salary stabilization pro- 
gram has been put into effect, the 
rapid raising of rates, for the pur- 
pose of inducing workers to leave 
their jobs for higher rates, has been 
curtailed. We shall hear more, in 
the next few weeks, about the wage 
and salary stabilization plan. 


48 HOUR WORK WEEK 


The 48 Hour Week Program is 
the most recent plan put into effect 
for the purpose of utilizing man- 
power and avoiding labor shortages. 
At the present time, the 48 hour 
week has been ordered only for 39 
areas where labor is short, and for 
three industries on a nation-wide 
basis: Steel, lumbering and non-fer- 
rous metals mining. 








316 


The 48 hour week will help re- 
duce the manpower requirements on 
one hand, but costs will increase as 
a result of the overtime premium 
payments and the earnings of many 
workers will be increased. Those 
who are now working 40 hours per 
week will increase their earnings 
30%. What bearing that might have 
on inflation of course, is open to de- 
bate, a lot depends on whether those 
workers will save their money and 
invest in War Bonds, or whether 
they will go on a spending spree. 

We all realize that the quotas of 
the armed forces must be fulfilled, 
but many different companies nat- 
urally feel that the products they 
manufacture for the armed forces 
are the most essential, and that their 
employees should be granted occupa- 
tional deferments. The greatest prob- 
lem in industry in connection with 
the Selective Service was the fact 
that there existed no regularity as to 
which, or how many, or when work- 
ers would be withdrawn for service 
in the Armed Forces. 


MANNING TABLES 


Several months ago the Govern- 
ment proposed to industry that they 
establish Manning Tables and Re- 
placements Schedules with the view 
in mind of an orderly withdrawal of 
workers from war plants. A replace- 
ment schedule contains the names of 
employees eligible for Selective Serv- 
ice, and the employer has an oppor- 
tunity to indicate when replacements 
would be trained and available for 
those selected for the Armed Service. 
If the replacement schedule is ac- 
cepted or certified by Selective Serv- 
ice, then an industry is in a position 
to plan for replacements as they will 
know which workers will be with- 
drawn, and when. 

Apparently, very many industries 
have not prepared the replacement 
schedules. There is no question that 
considerable work is involved in pre- 
paring this report. I would soundly 
recommend to anyone that this be 
done. Our concern was one of the 
first in Cleveland to have a replace- 
ment schedule prepared and certified 
by Selective Service. It required six 
weeks of steady work, and three peo- 
ple to prepare it. But we are now 
in a good position to plan in advance 
our hiring, training and upgrading 
our workers. 

We have many problems in con- 
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nection with our manpower problem. 
We must reduce absenteeism, we 
must improve our health and safety 
programs, we have the transporta- 
tion problem to face, and the ques- 
tion of strict state regulations cover- 
ing working conditions for boys, girls 
and women. 

The problem of increased effh- 
ciency of war workers must be 
solved. The manpower needs can be 
greatly reduced if the tools, machin- 
ery, equipment, supplies and ma- 





terials are adequately furnished to 
the workers, and if we can succeed 
in inspiring the workers to produce 
more by working efficiently. This 
job can only be done well by close 
cooperation and understanding be- 
tween the Government, Labor and 
Management. I believe we have 
made great strides toward that end 
in the past year, but we still have a 
long way to go. It will be a long 
hard pull, but get there I know we 
will. 


Women at Work in Wartime 


The big job of convincing millions 
more women in the homes of the na- 
tion that they are needed in “every 
kind of job that keeps the wheels turn- 
ing in wartime” has yet to be done. 
This assertion is made in Women at 
Work in Wartime, 32-page handbook 
made public by the Public Affairs 
Committee, nonprofit, educational or- 
ganization of New York City. 

Many problems of recruiting women 
rest squarely on the doorstep of the 
local community. Millions of women, 
the pamphlet points out, will take war 
jobs when the community provides 
child care centers, transportation, and 
community services. 

“When women are brought into 
jobs trailing their problems behind 
them, the result is socially costly and 
industrially wasteful,’’ Katherine 
Glover, author of the pamphlet, de- 
clares. Miss Glover, formerly of the 
U. S. Children’s Bureau, in summariz- 
ing the reasons why ‘“‘absenteeism’’ is 
often a more serious problem among 
women workers than among men, finds 
that “reasonable working hours, ade- 
quate rest periods and lunch time, ro- 
tation of shifts, proper rest room and 
lunchroom facilities are particularly 
important to the efficiency and health 
of women workers.” 

“The problem of the working 
mother is past the stage of argument,” 
says the author. ‘‘Mothers are working 
and will continue to work. By the end 
of 1943 it is estimated that care will 
have to be provided for between two 


and three million children while moth-~ 


ers are at work.” 

Communities are warned, however, 
not to start a nursery hastily. “Atten- 
tion must be given, first of all, to see- 
ing that the children are well cared 
for. The cost of good nursery school 


care is high. It cannot be otherwise, 
because every nursery should be super- 
vised by capable, professionally trained 
nursery school teachers.’” Miss Glover 
outlines some of the specific steps that 
are necessary in any community child 
care program. 

The fields in which women are 
urgently needed, according to Miss 
Glover's survey, include both part- 
time and full-time work on farms, in 
the government agencies, in the 
women’s service auxiliaries, in the 
nursing force, as well as in the war fac- 
tories. College classrooms are filling a 
great need by becoming the training 
ground for scientific and_ technical 
workers for the armed forces and for 
industry. 

“The distinction between ‘man’s 
work’ and ‘woman’s work’ has cet- 
tainly gone with the winds of war,” 
says Miss Glover, pointing to the 
former beautician who controls the 
switches at the Long Island Railroad's 
large Jamaica station... . to the 
women mechanics, who clean, inspect, 
and service planes... . to women 
bus drivers . . and even to women 
stevedores at San Pedro, California. 

“American women have proved 
that, like their sisters in England, Rus- 
sia, and China, they can ‘take it’—they 
are not soft. They have gained skills 
which will stand them in good stead 
in the postwar world. They are well 
trained and equipped for the heavy 
tasks of reconstruction and to play 
their part in national and world citi- 
zenship.” 

Women at Work in Wartime, based 
largely on official government docu- 
ments, is the 77th in a series of popu- 
lar, factual, ten-cent pamphlets issued 
by the Public Affairs Committee, Inc., 
30 Rockefeller Plaza, New York City. 
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The 48-hour week was first pre- 
sctibed by Executive Order of the 
President. The Chairman of the War 
Manpower Commission issued certain 
regulations pursuant to that Executive 
Order but did not make the workweek 
effective until April 1st. I think you 
will agree that we have not yet had 
sufficient experience to evaluate fully 
the true value of the 48-hour week. 
Later we hope to have that experience 
and we feel quite confident that we 
will be able to justify the action of the 
President in making the basic decision 
and the regulations which were pro- 
mulgated as a result thereof by the 
Chairman of the War Manpower Com- 
mission. 

In order to understand all of its 
implications and the necessity for it, I 
think we may well question as to why 
such an order was issued. What prob- 
lems was it designed to alleviate? At 
the risk of repeating figures which I 
have no doubt you have heard many 
times before, I would like to go into a 
few. 

First of all, let us examine the re- 
quirements of our armed forces. In 
December 1942 we had an Army and 
Navy the strength of which was ap- 
proximately 6,400,000. men. This 
global war in which we are engaged 
will, by January 1st of the coming 
year, require some 10,800,000. This 
means that we must withdraw from 
the labor market of the United States 
during the current year over 4,000,- 
000 additional men. In addition to 
these military requirements our essen- 
tial war activities will require some- 
thing like 2,100,000 more. Further, 
the men who are taken from the labor 
market for the armed forces have got 
to be replaced by other workers to 
catty on our production effort and, in 
this connection, I would like to em- 
phasize to you gentlemen that this 
takes into consideration all manpower 
savings because of better utilization of 
labor and curtailment of non-essential 
frills and activities. 

One may well ask himself where we 
expect to get anything like 6,000,000 
additional men during this year. From 
what source will we obtain these work- 
ets? Some will be retired older work- 
ets who are returning to industry. 


Manpower and the 48-Hour Week 
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Others will be young people who will 
come into the labor market at an earlier 
age than we customarily contemplate. 
There is still a relatively small number 
of unemployed workers, but these are 
rapidly being absorbed. The physically 
handicapped are another source of la- 
bor supply and the removal of dis- 
criminatory barriers against Negroes 
and other minority groups will add to 
our manpower resources. All of these 
together, however, can meet only a 
fraction of our: needs. 


LABOR RESERVOIRS 


There are two substantial reservoirs 
upon which we can draw to secure the 
major part of these additional workers. 
The first reservoir is made up of 
women who are not ordinarily in the 
labor market. In many parts of the 
country the recruiting of housewives 
and other similarly situated women for 
war industry has been going on at a 
very satisfactory pace. At the same 
time we must recognize that there are 
large numbers of women who, because 
of their responsibilities for the care of 
young children or because they do not 
live near industrial centers, probably 
cannot be considered as available for 
war work. Realistically we should not 
count on supplying more than about 
two million, or one-third our deficit, 
from this source. 

The second major reservoir is the 
transfer of workers to war industry 
from other types of employment. 
There has already been a substantial 
shift of men and women from civilian 
activities to war industry, but the ques- 
tion which the War Manpower Com- 
mission must face is that of how large 
additional numbers—as many as three 
million—can be obtained from this 
source during this current year. 

The 48-hour week order was one 





step to assist in stretching our man- 
power resources by making a larger 
number of workers available for war 
production. With relatively few ex- 
ceptions, war industry has been work- 
ing on a 48-hour schedule or even 
longer. However, trades and services, 
and industries primarily producing 
civilian goods have generally been op- 
erating on a 40-hour workweek. If the 
millions of workers engaged in these 
civilian and service fields were to work 
an additional 8 hours each week, 
would we not then be able to transfer 
a very substantial number of workers 
to war industry at a minimum sacrifice 
of essential civilian supply ? 


LABOR AVAILABILITY 


There is still another aspect of this 
question. While there are still locali- 
ties in which there is a relative sur- 
plus of labor, most of our war indus- 
tries are located in areas of labor 
shortage. For the last two years we 
have had great migrations of workers 
to these industrial centers and great 
increases in the population of these 
localities. I need not remind you about 
the difficulties which communities en- 
counter in providing housing, trans- 
portation and all the many other com- 
munity facilities and services necessary 
to meet such population increases. In 
the light of the materials available for 
housing and other facilities, we may 
well be reaching the limits of feasible 
expansion in many war industry cen- 
ters. We can no longer rely on im- 
migration to meet these labor short- 
ages. We must place our emphasis 
upon better utilization of the entire 
available local labor supply, including 
the extension of the workweek and, of 
course, inducing people to enter the 
labor market who are not now in it. 

It is important to note that the War 
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Manpower Commission did not estab- 
lish a national minimum 48-hour 
workweek—and I want to emphasize 
that—applicable uniformly through- 
out the country, although such action 
would be within the authority vested 
in the Chairman of the Commission by 
the President’s order. Because the 
situation with reference to labor re- 
quirements and labor supply varies 
greatly in different localities, the 48- 
hour minimum workweek was made 
applicable first in 32 localities in 
which there was a critical labor short- 
age, and in two industries, lumbering 
and non-ferrous metal mining, where 
there was an industry-wide manpower 
shortage. 


LOCAL AND INDUSTRY SHORTAGES 


Subsequently ten additional labor 
shortage localities have been added to 
this list, and after July 1, 1943, the 
iron and steel industry will be simi- 
larly included on a nationwide basis. 
As other local labor markets become 
tighter, or industry-wide labor short- 
ages become more acute, the 48-hour 
week may be extended to additional 
communities and industries. 

The Commission recognized that 
the factories and stores affected by this 
48-hour week order would require a 
period of time to adjust their working 
schedules to the new wartime work- 
week. Consequently, the order was 
made effective on April 1, at which 
time employers were required to sub- 
mit a statement as to the number of 
workers who would be released be- 
cause of the longer working hours, to- 
gether with a schedule for extending 
the workweek in accordance with the 
dates upon which these workers would 
be released. This gradual inauguration 
of the longer workweek not only gave 
the employer an opportunity to adjust 
his operating schedules, but also en- 
ables the War Manpower Commission 
to place in essential war work the 
workers who were thus released. 

Obviously there are some situations 
in which the 48-hour workweek is im- 
practicable, either because of the na- 
ture of the operations or because a 
longer workweek would not contribute 
to the reduction of labor requirements. 
In these cases the Regional or Area 
Director of the War Manpower Com- 
mission is authorized to grant appro- 
priate exemptions, after careful study 
of the situation involved. Establish- 
ments employing less than 8 workers 
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are also exempted from the coverage 
of the order. 

The application of the 48-hour or- 
der to the District of Columbia, for 
example, involves approximately 5,500 
establishments employing about 250,- 
000 workers. Of course, the District is 
not a typical wartime labor shortage 
area because it has almost no manu- 
facturing, and the great bulk of non- 
governmental employment is primarily 
in trades and services. Many employ- 
ers in the District shifted to a 48-hour 
week on April 1st, or even earlier. 
Others have filed requests for exemp- 
tions. The local office of the War Man- 
power Commission is now studying 
these exemption requests, and in many 
cases our local staff has worked out 
with the managements involved, de- 
tailed steps for introducing the 48- 
hour weck and for releasing additional 
workers to meet the very serious local 
labor shortage. 


EXEMPTIONS POSSIBLE 


As I have indicated, if an employer 
is able to demonstrate that it would 
not be feasible to carry on his opera- 
tions on a 48-hour week, or that an 
increase to 48 hours would not permit 
him to reduce his labor requirements, 
an exemption undoubtedly will be 
granted him. You will find that our 
staff members responsible for this 
work are fair—but firm. It would 
hardly be just to the great majority 
of employers who have voluntarily 
lengthened their workweek, if we 
should permit similarly situated com- 
petitors to enjoy an undeserved ex- 
emption. Through our continuous con- 
tact with the local labor market, we 
shall be able to keep close watch and 
to take appropriate action to correct 
non-compliance. 

As is the case with all actions of the 
War Manpower Commission, any em- 
ployer or employee wh believes that 
he has been unfairly treated in connec- 
tion with the extension of the work- 
weck has ample opportunity to appeal 
to the local War Manpower Commit- 
tee, composed of representatives of 
management and labor. 

As you know, the largest employer 
in the District of Columbia, the 
United States Government, placed its 
operations on a 48-hour week in De- 
cember 1942. While the situation in 
the Federal Government is not en- 
tirely comparable to that in private in- 
dustry, the change to a 48-hour week 





has resulted in a substantial reduction 
in the number of employees necessary 
to carry on the government's activities, 
This does not mean that large numbers 
of employees are being dismissed, for 
the war activities of the Federal Gov. 
ernment, like those of most war em- 
ployers, are still expanding. Instead, 
the increase in the workweck has 
meant that fewer additional employees 
will be needed to perform the work of 
the governmental agencies. Since there 
is a reduction in the number of new 
personnel to be recruited, we shall 
have a substantial manpower saving. 
On the basis of our limited experi- 
ence in the operation of the 48-hour 
week in non-governmental establish- 
ments in the District, I believe that we 
can assume that the major effect of the 
longer workweek will similarly be a 
reduction in the number of new em- 
ployees hired either to replace men 
withdrawn by Selective Service or. to 
meet increasing labor requirements. In 
general, business activities in the Dis- 
trict of Columbia are still increasing, 
but the increased work load will be 
met through longer hours worked by 
existing employees. This will also 
make it unnecessary to further compli- 
cate present congestion by importing 
additional numbers of workers into 
Washington from other areas. 


Not A WaGE Po.icy 


It should be unnecessary to empha- 
size that the minimum wartime work- 
week’ was a manpower order, and not 
a wage increase order. It is true that 
for employees subject to the Fair Labor 
Standards Act and for those covered 
by certain union agreements, employ- 
ers are required to pay time and a half 
for the overtime involved. This addi- 
tional cost is undoubtedly offset in 
part by increased production, but it is 
obvious that in some activities there 
has been a net increase in labor costs. 

Many employers are absorbing part 
of this increased cost by curtailing 
luxury services and unnecessary frills 
that may have been desirable in peace- 
time but which can well be sacrificed 
during the war effort. Others who have 
war contracts on a cost-plus basis of 
who are able to renegotiate existing 
war contracts not subject to price ceil- 
ings, may pass on the additional costs. 
If an employer is unable to pass on 
the additional labor cost because of 
price ceilings, or to absorb it, the mat- 
ter is then properly a question for him 
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About sixty days after members of 
The Controllers Institute of America 
and other controllers read these lines, 
one of the largest assemblages of con- 
trollers and corporate officers ever to 
be brought together will be gathering 
in New York City, at the Waldorf- 
Astoria Hotel, for the Twelfth An- 
nual Meeting of The Institute, Septem- 
ber 19-20-21-22, 1943. 

The second year of wartime prob- 
lems and trials of controllers will be 
well along toward completion, and the 
opportunity will be there to review 
them, to crystalize the conclusions 
reached by trial and error during the 
year as new problems were presented 
in rapid succession for controllers to 
solve. 2 

Controllers are the shock troops of 
business, and are bearing the brunt of 
the barrage of new laws, regulations, 
orders and decisions which is being 
laid down from the Washington sec- 
tor. The changed procedures stemming 
from a great majority of the new laws 
and regulations come directly to the 
controller for handling. Usually the 
first step is to interpret the new order, 
to prepare the forms needed to assem- 
ble new information, and to arrange 
for compliance. 

If the new law is one which does 
not deal with matters which fall di- 
rectly into the controller’s department, 
the controlier will at least have to 
take into his accounts the items which 
arise from compliance with it. 

The war did something to control- 
letship which might be said to repre- 
sent years of progress. That “‘some- 
thing” will be reflected in The Insti- 
tute’s Annual Meeting and is already 
visible in the preliminary plans, de- 
veloped by the various committees now 
functioning, and announced early in 
July by Mr. E. B. Nutt, Chairman of 
the Annual Meeting Executive Com- 


Annual Meeting to Crystallize 
Wartime Controllership Trials 


By Arthur R. Tucker 





_ NOW IS THE TIME 

1. To make travel reservations. 
| 2. To make hotel reservations 
| for the Twelfth Annual Meet- 
| ing of The Controllers Institute 
of America, to be held in New 
York, at the Hotel Waldorf- 
Astoria, September 19-20-21-22, 
| 1943. 

Because of the present travel 
and hotel room problems, the | 
Executive Committee for the An- | 
nual Meeting of The Institute | 
urges prompt attention to these | 
matters on the part of every pro- | 
spective delegate. | 











mittee, and Mr. Vincent C. Ross, Vice- 
Chairman, as follows: 


TIMELOG 
Sunday—September 19th 


2 p.m. Registration Opens 
3 p.m. General Reception 


Monday—September 20th 


9 a.m. Registration Desk Opens 
—Exhibits Open 
9:15-10:15 Annual Business Meet- 
ing of Members 
10:30-12:00 Social Security 
12:15 p.m. Luncheon 
1 p.m.-1:45 Luncheon Address 
2 p.m.-3:25 Contract Renegotiation 
3:35-5:00 Contract Termination 
8 p.m. Meeting of Control Pres- 
idents and Secretaries 
8 p.m. Industry Groups 


Tuesday—September 21st 


9 a.m.-12:00 Group Conferences 
12:15 p.m. Luncheon 
1:00-1:45 Luncheon address 


2:00-2:45 Administering the Secur- 
ities Legislation 
2:45-5:00 Post-War Problems 
6:30 Reception preceding An- 
nual Dinner 
7:00 Annual Dinner 


Wednesday—September 22nd 
9 a.m.-12:00 Taxes 
12:15 Luncheon 
1 p.m.-1:45 Luncheon Address 
2:00-3:25 Taxes 
3:35-5:00 Subject to be announced 


MEETING SPEAKER 





William B. Feakins, Inc. 


Stanley High 


At the Monday Luncheon, during The 
Institute’s Annual Meeting, the speaker 
will be Mr. Stanley High, Roving Editor 
of the “Reader’s Digest.” Mr. High’s bril- 
liant discussions of contemporary affairs 
have made him one of the most popular 
commentators on the American platform. 
His articles on such subjects as “Black 
Omens,” “Communism Presses Its Pants,” 
“You Can’t Beat the Government,” ‘“Ger- 
many Processes War” and “Star-Spangled 
Fascists” appear with great regularity in 
the “Saturday Evening Post.” He also 
writes regularly. for the “Reader’s Di- 
gest.” 








“Today's and Tomorrow's Controllership Problems” 
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to submit for the consideration of the 
Office of Price Administration. 

I am sure you appreciate that the 
problem of securing the right number 
of workers of the right skill at the 
right time and at the right place is an 
exceedingly complex one. There can- 
not be any simple solution or any 
single solution to the many varied 
manpower problems which face every 
community in which a labor shortage 
exists. 

The local offices of the War Man- 
power Commission must do every- 
thing possible to increase the local la- 
bor supply. They must determine what 
the minimum manpower requirements 
are and the relative priority in which 
these needs should be met to fulfill the 
requirements of the war program. 
They must guide the flow of labor 
into factories and stores with a mini- 
mum of lost time. They must ration 
the scarce skills and stimulate training 
programs, both on the job and off the 
job to alleviate occupational scarcities. 
They must work with the local Selec- 
tive Service Boards to secure an orderly 
withdrawal of men from essential in- 
dustry and they must, if possible, re- 
place Selective Service losses. They 
must guard against unnecessary hoard- 
ing of labor and under-utilization of 
available manpower. And, in addition 
to these and many other tasks, they 
must secure and retain the confidence 
and understanding of local manage- 
ment, local labor and of the general 
public, without which—in a demo- 
cratic society—no governmental agency 
can successfully perform its duties. 

The manpower problems of the city 
of Washington, however, differ from 
the manpower problems of any other 
locality in the United States. The pro- 
gram for meeting these problems 
necessarily must be developed in ac- 
cordance with the local situation and 
must change as local conditions 
change. 

In the trying days that lie ahead, the 
local War Manpower Committee and 
the officials of the local manpower or- 
ganization will need the support and 
the understanding of groups such as 
that gathered here tonight. The de- 
cisions that must be made and the 
policies that must be formulated are 
difficult ones. Since our manpower re- 
sources are not sufficient to meet the 
needs of all claimants, some employ- 
ers undoubtedly will be disappointed. 
Since we must utilize workers where 
they most effectively contribute to the 
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war effort, some employees also will 
be dissatisfied with actions of our local 
offices. All this is inherent in any pro- 
gram of rationing, of distributing 
scarcities. But if we do our job in a 
way that convinces those who are af- 
fected that we are fair, that we are 





not making decisions capriciously or 
arbitrarily, and that there is impartial 
consideration of all the issues involved, 
we shall prove that the democratic 
process can be maintained in one of 
the most difficult aspects of our war 
program. 


Workers and Bosses Are Human 


The productive efficiency of workers 
is shown to be more closely linked to 
morale than any other factor, in a 
pamphlet, Workers and Bosses Are 
Human, issued by the Public Affairs 
Committee, 30 Rockefeller Plaza, New 
York. 

“There is definite evidence,” ac- 
cording to Thomas R. Carskadon, au- 
thor of the pamphlet, ‘that working 
conditions, how a worker feels about 
his job and what happens to him on 
the job, affects not only his health but 
his output.” 

In scientific experiments at the Haw- 
thorne plant of the Western Electric 
Company, the girls on the assembly 
bench, who had a real sense of “par- 
ticipating” and “accomplishing,” in- 
creased their production under all con- 
ditions of work. A group of men, on 
the other hand, who were deliberately 
kept in the dark about the nature of 
the experiments, were mistrustful and 
kept their production level down de- 
spite an opportunity to increase their 
pay. cS 
Among the ways cited as being 
helpful in giving workers a greater 
sense of participation, Mr. Carskadon 
points to the 1,900 labor-management 
committees that were set up in war 
plants between April, 1942 and Janu- 
ary, 1943 to increase efficiency and 
production. A survey which “sampled” 
the management executives of 181 
plants employing 405,634 workers 
showed the amazing total of 80 per 
cent testifying to the general success 
of the union-management committees. 

“Here,” says Mr. Carskadon in the 
pamphlet, “is the new relationship be- 
tween labor and management which is 
called industrial democracy and which 
requires the interest of the workers in 
the company’s welfare. As a result of 
this relationship, management no lon- 
ger takes sole responsibility for efh- 
cient production. Labor is given a chance 
to contribute. All workers cannot rise 


to the corporation’s presidency, but all 
workers, in varying degrees, Possess 
some knowledge of producing goods 
and increasing efficiency.” 

To management leaders who are 
skeptical and who have not yet ven- 
tured beyond the haggling and horse- 
trading of the bargaining table, the 
pamphlet suggests that unions not be 
forced into being “mere bargaining 
agents for wages, hours, and working 
conditions. One way to keep the indus- 
trial peace is to give the unions some- 
thing to do.” 

The pamphlet, which is subtitled 
“Collective Bargaining at Work,” does 
not confine itself to worker-manage- 
ment committees. It covers a wide 
range of problems connected with col- 
lective bargaining and all labor-man- 
agement relationships—from the basic 
motives for joining unions through 
the controversial issue of the “union 
shop,” from the need for developing 
a new kind of union leadership to a 
discussion of mature collective bargain- 
ing and probable future developments. 

“No fair-minded observer,” con- 
cludes Mr. Carskadon, “will deny that 
excesses and abuses have existed and 
do exist in the labor movement. Per- 
sons of good will want to see these 
things corrected, just as they want to 
see the shortcomings and abuses of 
management corrected, so that collec- 
tive bargaining may have a fair chance 
to come of age, to be accepted by all 
elements in the population, and to 
realize its full possibility for a more 
productive America.” 

Mr. Carskadon has based his 
pamphlet on three important works: 
Fatigue of Workers, by the Committee 
on Work in Industry of the National 
Research Council; The Dynamics of 
Industrial Democracy by Clinton S. 
Golden and Harold J. Ruttenberg; 
and How Collective Bargaining 
Works, published by the Twentieth 
Century Fund. 
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Hu no. I don’t scare easy. 





But I’m no fool, either. 





I know where I’m going . . . and it’s not 
to a church social. 






But I’m an American, and all my buddies 
are Americans. 












We’ve got a messy job on our hands, 
and we’re doing it. Because we know it’s 
got to be done. 






You folks back home have a job, too. 
Like buying War Bonds. And I don’t 


mean War Bonds you can afford, either. 
That’s just a good investment. 







I mean War Bonds you can’t afford. 





War Bonds that mean being inconve- 
nienced .. . one-thousandth as much as 
those guys who haven’t had their wet, 
stinking clothes off in three weeks of 
crawling through the jungle, killing Japs. 














War Bonds that mean being uncom- 
fortable . . . one-thousandth as much as 
those kids lying out in the desert, wait- 
ing for the medical boys to give them 
a hypodermic. 


So forget that 10% stuff. Buy War Bonds 
until you can look at the guys who come 
back with one arm or one leg or no eyes, 
without a guilty feeling in your heart. 


















This advertisement prepared and space pur- 
chased by the Felt & Tarrant Manufacturing 
Company, Chicago, makers of Comptometer 
Adding-Calculating Machines. 
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Newly Elected Presidents’ 
| of Controls of the 





E. E. McConnell Ray E. White 
ee Boston Bridgeport 








| Controllers Institute of America 
| 











* With the exception of Mr. M. A. Ferris Jr. of Baltimore, 
whose picture was not at hand at press time. 





Rike-Kumler Co. 


H. E. Riordon Glenn P. Smith Allen U. Hunt K. Y. Siddall T. J. Tobin Warren Webster 
Buffalo Chattanooga Chicago Cincinnati Cleveland Dayton 





Universal Press De Marler , Dexheimer-Carlon 


O. J. Gurwell R. E. Heitmuller H. A. Papenfoth William W. Bland Edward J. Dowd Mayben P. Newby 
Detroit District of Columbia Hartford Houston Indianapolis Kansas City 





Bullock’s Studio Conway Studios, Inc. 


E. E. Balling, Jr. G. Stuart Bruder William S. Pierick Vincent C. Ross George R. Rankin William L. Naylor 
Los Angeles Louisville Milwaukee New York City Philadelphia Pittsburgh 








3. Fryer 


Bachrach 


T. M. McDermott James E. Roantree William Webster Walter B. Gerould John A. Williams E. C. Peterson 
Rochester St. Louis San Francisco Springfeld Syracuse Twin Cities 













more, 








The Controller, July, 1943 

















Mertens on THE 


LAW OF 
FEDERAL INCOME 
TAXATION 


By JACOB MERTENS, Jr. 


of the firm of Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 VOLUMES PRICE $120.00 


A complete restatement of the entire field of federal income 
taxation. 


—directing you instantly to the applicable provisions of 
the law and the interpretations and constructions which 
have been placed upon them both administratively and 
judicially. 


—presenting the quickest way of finding the law, and the 
only way of finding all the law weighed personally by an 
expert in this field as to relevancy and importance. 


—giving you that peace of mind that no other means of re- 
search will give—the certainty that you have not over- 
looked other decisions in point. 


It will be kept constantly to date by a monthly service, cumu- 
lated quarterly and pocket parts issued annually. 


Terms: 6% discount for cash or $10.00 cash and $10.00 per 
month. 


Descriptive Literature Sent on Request 


CALLAGHAN & COMPANY 
401 East Ohio Street Chicago, Ilinois 









































Brief Items of Interest to Controllers 








Merger May Clear Dividends 


The Third United States Circuit Court 
of Appeals ruled on June 15 that the cor- 
poration law of Delaware permits the 
elimination of accumulated dividends on 
the preferred stock of a corporation 
through merger with a wholly owned sub- 
sidiary. Court attaches said the decision 
would have a far-reaching effect in finan- 
cial circles, the Associated Press reported. 

The ruling was made in a unanimous de- 
cision approving the merger of the York 
(Pa.) Ice Machinery Corporation with its 
subsidiary, the York Corporation. 


RFC Contract Renegotiation Ahead ? 


Possibility that renegotiation contracts 
may be extended to all contracts awarded 
by Reconstruction Finance Corporation 
and its subsidiaries was raised on June 10, 
for the first time as the House Naval Af- 
fairs Committee launched a comprehensive 
probe into operation of the renegotiation 
statute, the New York Journal of Com- 
merce reports. 

With renegotiation now limited to con- 
tracts let directly by the Army, Navy, 
Treasury, Maritime Commission or War 
Shipping Administration, the question of 
extending it was brought to the fore by the 
committee counsel, Robert E. Kline, as the 
committee heard the first of some forty in- 
dustry and Government witnesses sched- 
uled to appear in the course of the hear- 
ings. 


Start Civilian Plants Now, 
D. C. Prince Urges 


In order to facilitate the transition to 
peacetime industrial operations the War 
Production Board should permit the con- 
struction of new plants for civilian produc- 
tion now, David C. Prince, vice president 
of the General Electric Company and chair- 
man of the industrial advisory board of the 
Committee for Economic Development, 
suggested at a luncheon meeting of the 
New York State Association of Small Loan 
Companies in New York on June 17. 

Mr. Prince said that the release of the 
necessary materials should be allowed as 
“an integral part of the war effort” and 
disclosed that details on the suggestion 
and other proposals of the committee are 
now being prepared for submission to the 
WPB in the near future. 

Predicting that when the war ends 
“there aren’t going to be any war plants 
left over—except those which can’t be used 
for anything else,” Mr. Prince said that the 
release of facilities would be much smaller 
than expected. On the contrary, he de- 
clared, additional productive capacity will 
have to be added, much of which will be 
obtained by conversion, and some new 
capacity will probably also be required. 





“Equal Pay” Clarified 


The War Labor Board stated on June 4 
that adjustments to equalize the pay of 
men and women for comparable work still 
may be made by employers without prior 
approval of the board regardless of Pres- 
ident Roosevelt’s “hold-the-line” order of 
April 8 by which the board’s General Or- 
der No. 16, authorizing “equal pay for 
equal work” was in no way “impaired.” 

The adjustments, however, must con- 
form to the provisions of the board’s order 
as to the application and scope, of which 
there has been some confusion, according 
tc William H. Davis, WLB chairman. 


“O.K.” Industry's Job 


A steadily increasing belief on the part 
of the American people that industry is 
doing a good job for the most part in help- 
ing to win the war was reported at the 
concluding session of the wartime confer- 
ence of the Association of National Ad- 
vertisers in New York on June 4. Results 
of a survey made by the Psychological Cor- 
poration for the association were an- 
nounced and showed that 84 per cent. of 
those interviewed subscribed to this belief 
as against 82 per cent. in October, 1942, 
and 80 per cent. in April, 1942. 


Changes in “U & O” Coverage 


A radital innovation has just been intro- 
duced by fire insurance companies in con- 
nection with business interruption insur- 
ance contracts—more commonly known as 
use and occupancy insurance—according to 
a report in “Barron’s Weekly.” 

Subject to a rate increase of 100 per 
cent, these contracts now assume liability 
for loss resulting from any additional time 
required to rebuild, replace or repair any 
property as a consequence of wartime reg- 
ulations. The latter are defined as any 
laws, governmental orders, provisions or 
regulations prohibiting or restricting, di- 
rectly or indirectly, construction or acquisi- 
tion of machinery, equipment, material or 
labor, or other means required for re- 
placement or repair of property damaged 
or destroyed. 

It is not mandatory for the policyholder 
to accept these conditions, and he may, at 
the previous rates, accept an endorsement 
which will restrict the policy from indem- 
nifying for any losses caused by such war 
time delays. With the endorsement ex- 
empting the insurance companies for these 
delays, and without the rate increase, a 
policy would pay for the time required un- 
der normal conditions to restore the prem- 
ises. 

Another new condition in the business 
interruption policy limits the time period 
of recovery to 12 months regardless of the 
term of the policy. At additional premi- 
ums, however, this recovery period can be 
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extended in time multiples of three months 
each—i.e., three, six, nine, 12 or more 
additional months. 

Inasmuch as the demand exceeds the 
market, and conditions change rapidly, it is 
well for a policyholder to keep in close 
touch with his agent or broker on U. & O, 
changes. Every 60 days would not be in- 
frequent, as problems arise continuously 
on ceiling prices, taxes, rationing and other 
restrictions, 


Renegotiation—Pro and Con 


Under-Secretary of the Navy James V. 
Forrestal declared on June 10 that without 
renegotiation of war contracts “some com- 
panies would reap enormous profits” 
which might prove harmful to the whole 
system of private enterprise. His state- 
ment came as the House Naval Committee 
opened a two-weeks’ study of the govern- 
ment’s system of recouping war profits 
deemed excessive. The inquiry began with 
this definition of the renegotiation statute 
by Robert E. Kline, committee general 
counsel, 

“This measure was designed to prevent 
the advent of a new class of war million- 
aires and to prevent the home front from 
becoming a happy hunting ground for war 
profiteers,” 

Meanwhile, Representative Maas (R., 
Minn.) asserted that there “ought to be 
some drastic refining of the renegotiating 
statute,” and suggested an award above 
normal profits for manufacturers who make 
sharp reductions in the cost of war ma- 
terials. 

Representative Maas, the Associated 
Press reported, termed the renegotiation 
law “one of the most dangerous ever writ- 
ten by Congress,” arguing that if its admin- 
istration fell into the hands of socializers it 
could be used to destroy private enterprise 
by eliminating profits altogether. 

But Mr. Forrestal, emphasing his ad- 
vocacy of the profit motive to obtain pro- 
duction, told the committee that he wanted 
to see the law administered so that indus- 
try would receive a fair profit and come 
out of the war lean and hard, not fat and 
puffy. 

He reported that $35,000,000,000 in war 
contracts have been assigned thus far to the 
Navy Department for renegotiation; that 
it had handled approximately $13,000,000,- 
000 to date, and that it had resulted in a 
savings of more than $1,000,000,000. 

Government agencies have credited the 
renegotiation statute with recovering more 
than $3,000,000,000 thus far. 

Two measures dealing with the law are 
now awaiting attention by the Ways and 
Means Committee, one to repeal it alto- 
gether and the other to limit its use to 
contracts over $500,000, instead of the 
present $100,000 minimum. 
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Find out now how Mimeograph duplication cuts paper 
work from receipt of order to billing of merchandise 


Typical of the way Mimeograph duplica- _ shipping and billing of various products. 


tion is eliminating paper work bottlenecks From the receipt of an order to the bill- 
in plants all over the country is its solu- _ing of the merchandise, a single writing on 
tion to the paper work problems in con- —_ a Mimeograph brandstencilsheet frequent- 


nection with the receipt, manufacture, ly handles all the paper work involved. 


@ The order gets into the factory in minimum time, with copies to every 
department concerned. 


@ All the required number of copies of the invoice, packing list, ‘‘shipper’’ 
—even shipping labels—is produced from the original writing! 


@ All copies produced stay permanently legible, nonsmudging, in spite 
of the roughest handling. 


Whether your plant is large, small or plant costs, if you want to save vital man- 
medium-sized, Mimeograph duplication hours and increase your plant efficiency, 
can offer a unique solution to these paper _— write today for complete details. Address, 
work problems. A. B. Dick Company, Chicago. 

If you are interested in cutting your 












A Mimeograph duplicator 


MIMEOGRAPH is the trade-mark of A. B. Dick Company, Chicago, registered in the U. S. Patent Office. 


The standard of speed and legibility in the one-writing 
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LETTERS FROM CONTROLLERS 








EXCEEDS PROMISE 


ARTHUR R. TUCKER 
Managing Director 

The possibilities of membership in The 
Controllers Institute of America appeared 
quite attractive at the time that my applica- 


tion was sent in and accepted a few years. 


ago. I want you to know that performance 
has been more than equal to the promise. 
This letter to you expressing my apprecia- 
tion of membership in The Controllers In- 
stitute has been due for some time. 
FosTER OLDSHUE 
Railroadmen’s Federal Savings and 
Loan Association 
Indianapolis, Indiana 


“A SPLENDID JOB” 


ARTHUR R. TUCKER 
Managing Director 

Congratulations on the recent Control- 
lers Institute conference in Cleveland. You 
and your committees did a splendid job and 
rendered a real service to business in these 
hectic days. 

If anything, I think the time was too 
well occupied with the formal program, 
and general questions and discussions were 
allowed insufficient time. 

All in all it was well planned and well 
conducted. 

D. F. ZEHRUNG 
The National Screw & Manufac- 
turing Company 
Cleveland, Ohio 





| The restrictions on use of 
paper in publications have hit 
“The Controller,” as they have 
all other periodicals. 

Consequently, certain changes 
are being instituted with this 
issue, to be in effect for at least 
the remainder of the year. 

1. A slightly lighter-weight 
paper stock—one that has a bet- 
ter surface finish, however, and 
a higher degree of whiteness— 
is introduced with this issue. 

2. Use of this slightly lighter- 
weight paper stock enables an 
increase in page size from 1114 
to 1134 inches. 

3. The enlarged paper size al- 
lows use of a deeper type-col- 
umn—ten inches rather than 
nine as in the past. 

4. These moves will compen- 
sate somewhat for a necessary 
reduction in number of pages 
| per issue. 














“MOST PLEASANT” 


ARTHUR R. TUCKER 
Managing Director 

As a guest at the Midwestern Conference 
at Cleveland I wish to state that the pro- 
gram was very well arranged and the pa- 
pers most interesting, from which I ac- 
quired considerable factual information. The 
entire meeting was most pleasant. 


M. P. J. Hickey 
Stinson Aircraft Division of 
Vultee Aircraft, Inc. 
Wayne, Michigan 


“FULL OF INFORMATION” 


ARTHUR R. TUCKER 
Managing Director 

The June issue is so full of authoritative 
information in reference to the most vital 
subject of Renegotiations and Cancellation 
of War Contracts and Postwar Planning that 
I will carefully digest the material for the 
information of our staff, actively involved 
in the consideration of certain aspects of 
these problems. 

Lyte H. OLSON 
The American Appraisal Company, Inc. 
New York City 


PERSONAL NOTES 


J. Norvelle Walker's title, effective 
April 27, 1943, is vice president and con- 
troller of his company—Royal Oil and 
Gas Corporation, Philadelphia. For eigh- 
teen years previous he had been general 
auditor of the company in complete charge 
of all accounting and tax matters. Mr. 
Walker has been a member of The Con- 
trollers Institute of America since April, 
1938 and is prominent in the affairs of the 
Philadelphia Control. Congratulations to 
him and expressions of appreciation were 
abundant for the work which he did as 
chairman of the Arrangements Commit- 
tee at the Third War Conference of Con- 
trollers in Philadelphia on April 12, 1943. 
He is treasurer of the Philadelphia Con- 
trol for 1943-1944. 


Raymond L. Bischoff, comptroller of 
Kearney & Trecker Corporation, Milwau- 
kee, Wisconsin, has been elected treasurer 
and assistant secretary of the company. 
For the past seven years he has been in 
charge of general accounting, cost, payroll, 
purchasing, production, and methods de- 
partment. Previously he was a senior ac- 
countant for eleven years with Haskins & 
Sells. He became a member of The Con- 
trollers Institute of America in May, 1941. 


N. M. Flemming, holder of Certificate 
Number 1777 as a member of The Control- 
lers Institute of America since October, 
1940, has been elected to the office of 
comptroller of the Worcester Salt Company, 
New York, by the firm’s Board of Direc- 
He was formerly chief accountant. 


tors. 








Quarterly Reports on War 
Economy Changes 


Members of The Institute and subscribers 
to THE CONTROLLER can receive, upon ap- 
plication, quarterly reports, which are pub- 
lished regularly by. the twelve Regional 
Business Consultants of the United States 
Department of Commerce. The subject of 
all twelve reports for the first quarter of 
1943 was the impact of the war effort upon 
the economy of each of the twelve regions, 

The second quarterly reports, which are 
now appearing at the rate of approximately 
one a week, will cover transportation prob- 
lems in each of the twelve regions into 
which the country is divided by the depart- 
ment, these regions corresponding to the 
Federal Reserve Districts. The third quar- 
terly reports are titled ‘Small Business 
Looks Ahead.” . This series will start late 
in July. 

The appropriate regional report can be 
received by request direct to the local Re- 
gional Business Consultant, as follows: 


Roger Johnson 
Department of Commerce 
1800 Customhouse 
Boston, Massachusetts 
Carl H. Henrikson, Jr. 
Department of Commerce 
500 Fifth Avenue 
New York, New York 
Leonard A. Drake 
Department of Commerce 
1510 Chestnut Street 
Philadelphia, Pennsylvania 
Robert L. Whaley 
Department of Commerce 
750 Union Commerce Building 
Cleveland, Ohio 
J]. Edgar Dick 
Department of Commerce 
Atlantic Life Building 
Richmond, Virginia 
Roscoe Arant 
Department of Commerce 
603 Rhodes Building 
Atlanta, Georgia 
Walter A. Foy 
Department of Commerce 
357 U.S. Courthouse 
Chicago, Illinois 
Robert H. Perry 
Department of Commerce 
107 New Federal Building 
St. Louis, Missouri 
Will F. Kissick 
Department of Commerce 
201 Federal Building 
Minneapolis, Minnesota 
W. D. Bryant 
Department of Commerce 
724 Dwight Building 
Kansas City, Missouri 
Burt C. Blanton 
Department of Commerce 
Chamber of Commerce Building 
Dallas, Texas 
Raymond Reeves 
Department of Commerce 
307 Customhouse 
San Francisco, California 


If all reports in the series are desired they 
can be obtained by writing direct to Mr. 
Wilford L. White, Chief, Regional Research 
Unit, Bureau of Foreign and Domestic Com- 
merce, U. S. Department of Commerce, 
Washington, D. C. 
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Timely... Practical... Needed... 


TAX SERVICE 


ONE VOLUME @ LOOSE LEAF 





For everyone concerned with payrolls and payroll handling under the "pay-as-you- 
go" provisions of the new Current Tax Payment Act, CCH is making the ins-and-outs 
of the new law available in a popular low-priced "Pay-As-You-Go Tax Service." It is 
especially designed to give those interested only in the "mechanics" of the new law 
the practical, procedural facts and data they want; to lighten the burden of "the tax 
man" and the tax department by aiding the "payroll man" and the payroll department 
to function soundly and effectively, ‘on their own.” 


For example, features of the CCH PAY-AS-YOU-GO TAX SERVICE include: 


— understandable plain English explanations of the basic "pay-as-you-go" law and 
regulations and their application in the payroll department 


— quick-reading charts and tables that say "Here it is!" to "pay-as-you-go" tax 
questions in payroll work 


— essential, important forms, as released by the administrative authorities 


— specific facts and information concerning the correct practice and procedure in 
the use of estimated and final returns under the pay-as-you-go tax law 


— essential full texts of pertinent law provisions and official regulations 


— a handy 6x9 book of some 80 pages containing the full text of the law, together 
with cleancut comments and explanations, is included as an “extra” without 
additional charge. 


With Supplemental Loose Leaf Reports of New Developments 


Ready for immediate shipment — subscribe NOW. Subscrip- 
tion fee is $17.50 for the 12 months ending July 1, 1944. 


COMMERGE) CLEARING HOUSE, ING., 
PUBLISHERS OF LOOSE LEAF LAW REPORTING SERVICES 


New YORK CHICAGO WASHINGTON 














Dr. Garner, of Atlanta, Ga., is Med- 
ical Adviser of the Posture Research 
Cor poration. 


Shortly before America actually be- 
came belligerent in the present world 
conflict, our government sent a medi- 
cal representative to England to study 
the physical and health problems of 
our English brothers under actual wat 
conditions. On his retura he told the 
writer that Britain’s most serious prob- 


Fatigue: The “Seventh Column” 


By J. R. Garner, M. D. 


lems, from the physical standpoint of 
its population, were those of food and 
fatigue. The food problem does not 
lend itself to educational treatment, 
but fatigue admits of great minimiza- 
tion through the education of employ- 
ees; so today, since we are actual com- 
batants, this problem of fatigue applies 
to Americans with equal force. 
Ordinarily the annual losses sus- 
tained by this country and directly at- 





BY THE UNITED STATES GOVERNMENT 


and Production Experts, must be accurate and made on 


time. Accurate Figures produced in a Hurry by Fridén 


Full-Automatic Calculators speed up the preparation of 


reports. These high-speed, easy-to-operate Calculators 


are available when applications to obtain delivery 


have been approved by the War Production Board. 


Fridén Mechanical and Instructional Service is avail- 
able in approximately 250 Company controlled Sales 
Agencies throughout the United States and Canada. 





CALCULATING MACHINE CoO., INC. 
EXECUTIVE OFFICES AND PLANT + SAN LEANDRO, CALIFORNIA, U.S.A. 
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tributable to fatigue are gargantuan in 
magnitude. Under war conditions, with 
enormously increased employment in 
industry, commerce, and the govern- 
ment, this loss has become so great that 
fatigue has been justly called the 
“Seventh Column.” As a means of de- 
fense, therefore, every man and woman 
is expected to perform his or her du- 
ties with utmost efficiency. 

Many factors enter into the produc- 
tion of fatigue; each deserves a special 
handling; but this is impracticable in 
a single article. 

What is fatigue? Fatigue is a com- 
bined physiological and psychological 
condition of the cells and organs of the 
body which have undergone excessive 
activity with a resulting loss of power 
and efficiency. Biologically, there is an 
accumulation of the so-called “fatigue 
substances” within the body, which re- 
sults not only in a decrease in the 
worker's output but also in an increase 
in both errors and injuries. The sus- 
ceptibility to disease is also increased. 

When women were replacing men 
in British munition factories during 
World War No. 1, a study was con- 
ducted with the object of determining 
the cause of fatigue. One of the more 
prominent factors noted was posture. 
Upon the employees being encouraged 
to assume and maintain a correct sit- 
ting posture, it was found that they 
worked with a much less degree of 
fatigue being evidenced. A slouching 
posture leads to fatigue and is directly 
responsible for retarding the respira- 
tory, circulatory, and eliminatory func- 
tions of the body. “Body mechanics” is 
a term now generally used to indicate 
posture. 


“Bopy MECHANICS” 


When proper “body mechanics” are 
maintained, all parts of the body, in- 
cluding the thoracic, abdominal, and 
pelvic organs are maintained in a nor- 
mal working position, they may be said 
to be in proper balance. Dr. Morris M. 
Brill truthfully states that ‘Faulty pos- 
ture is to the human body what poor 
engineering is to a bridge. If girders 
are out of plumb, grave stresses de- 
velop, and the structure either sags of 
collapses.” The anatomical construc- 
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tion of the body is such that when 
proper alignment of the skeletal frame- 
work is assumed, little muscular and/or 
nervous energy will be required for 
the maintenance of good posture. That 
is equally true whether one be standing 
or sitting. 

A great deal has been said, written 
and done, with regard to correct stand- 
ing or “stance,” as it is frequently 
called, but the subject of proper seat- 
ing has been all too sadly neglected. 
School children generally sit upon a 
bench, the back of which has been con- 
structed with curves theoretically cor- 
responding to the normal spinal curva- 
ture. This is a movement in the right 
direction but falls far short of its in- 
tent since there are no two spines ex- 
actly alike and no provision is made 
for adjustments of the backs to the 
individual requirements. A few short 
years ate spent at school after which 
the individual! launches out into the 
business world to spend his remaining 
days in the pursuit of some occupation 
where, all too frequently, thought of 
posture vanishes from the mind of 
both employers and employees. 

In 1936, the writer published an ar- 
ticle entitled, ‘Proper Seating,” in 
which the following statement appears: 
“For years the employee has been left 
largely to his own resources as regards 
his manner and mode of seating, else 
he has been provided with a chair, 
stool or bench, constructed without 
thought or consideration of its adapt- 
ability to the worker’s needs or con- 
formity to his structural anatomy. Of 
course, a person may sit properly upon 
any kind of seat—a soap box, if need 
be—but to do so requires exertion of 
considerable muscular effort which in 
turn calls for increased expenditure of 
nerve force and mental activity.” This 
statement has often been reiterated in 
both trade journals and medical publi- 
cations, but, surprising as it may seem, 
the status is still unchanged in too 
many instances. 


SLOUCHING MEANS FATIGUE 


No more sorry spectacle can be 
imagined than that of a person sitting 
in a thoroughly slouched position 
while performing his duties. All inter- 
nal organs are thrown out of place, or 
else so crowded that normal functions 
of respiration, circulation, digestion, 
and elimnation are interfered with to a 
greater or less degree. Added nervous 
and muscular exertion are required to 
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OR CONTRACTS 
WITH THE JOB 


McBee Keysort is both 
card system and_ the 
flexible. If the accounting job requires 
handling a million cards a day, or just 
a thousand, it’s all the same to Keysort. 
Trained operators are not required, and 
costly machinery or equipment is not 
needed. Ask the McBee representative. 


THE M€BEE COMPANY 


295 Madison Ave., New York 


Offices in Principal Cities 


the world’s 


most 








maintain the body in this unnatural 
posture, and fatigue substances accum- 
ulate more rapidly in the system. The 
worker tires before time and assumes a 
more or less sordid outlook upon all 
that surrounds him. Inefficiency be- 
comes manifest. 

In a proper sitting posture, one sits 
well back into his chair with the coc- 
cygeal region beyond the rear end of 
the seat so as to prevent pressure on 
this sensitive region, which possesses 
an abundant distribution of nerve ter- 
minals. 

Since the body is in correct anatom- 
ical position, its functions may pro- 
gress with normal activity. Breathing 
is of the free lung capacity type, pro- 





viding full oxidation of the blood 
stream while the unimpeded heart’s ac- 
tion improves circulation, including 
that to the brain. ‘‘Self-choking pos- 
ture” was the term applied to these 
slouched positions by Dr. Brill. 
While a seated person may, by the 
exertion of the muscular and nervous 
energy, maintain a correct posture re- 
gardless of what he sits on, the use of 
a properly designed and adjusted chair 
will eliminate much of this strain and 
greatly minimize the advent of fatigue. 
Authorities are agreed that marked in- 
crease in efficiency invariably follows 
the adoption of a proper seating pro- 
gram, and many professional and busi- 
ness executives concur after actual test. 











THREE WAYS 


to get more out of your 
Burroughs machines 





USE ALL SHORT-CUTS 


Make sure operators are thoroughly 
familiar with and are using all of their 
machines’ automatic features, keyboard 
controls and other special time-saving 
advantages. Write related records as 
one operation. Obtain statistics and 
figures for reports as a by-product of 
regular posting routines. 


KEEP THEM IN GOOD CONDITION 


Right now you can arrange for regular, 
periodic inspection, lubrication and 
adjustment of your Burroughs machines, 
so that emergencies and the delays 
they cause may be prevented. A stand- 
ard Burroughs Service Agreement pro- 
vides this efficient protection at a 
moderate, predetermined cost. All work 
is guaranteed by Burroughs. 


USE GOOD SUPPLIES 


Your machines will produce more and 
better work if you use Burroughs carbon 
paper, roll paper, ribbons and other 
Burroughs supplies: They are manu- 
factured to the exact specifications de- 
termined by Burroughs’ experience. 
They are economical, too, with 10% to 
40% discounts for quantity purchases. 





Are you taking all these steps to get the 
most out of your Burroughs machines 
today? If not, let Burroughs help you. 
Call the local Burroughs office or write 
Burroughs Adding Machine Co., Detroit. 


Burroughs 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES 
MAINTENANCE SERVICE e OFFICE SUPPLIES 
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MANUFACTURING 
FOR WAR 


The manufacture of aircraft 
equipment for the Army Air 
Forces, and the manufacture 
of Burroughs figuring and 
accounting equipment for the 
Army, Navy, U. S. Govern- 
ment and the nation’s many 
war activities, are the vital 
tasks assigned to Burroughs 
in the Victory Program. 







































A writer, Courtney Riley Cooper, is re. 
puted to have said that “with assump- 
tion of proper seating he was enabled 
to write as long as 12 hours on 
stretch without noticing fatigue, where. 
as, in the slouched posture formerly as. 
sumed, he found himself to be ‘dog. 
tired’ after 3 to 4 hours of work.” 

Today there are many more women 
engaging in various occupations than 
formerly. Many who are not accus. 
tomed to working in offices manifest 
fatigue very early in the day and this 
is particularly so when the seating pos. 
ture is improper or poor. Monotony 
cannot always be eliminated or even 
lessened, but postural defects can be 
helped by a proper seating program 
with the essential features: the adop- 
tion of properly designed and com- 
pletely adjustable chairs properly ap- 
plied, together with the dissemination 
of advice on sitting habits. 

Chair seats should be so constructed 
that they will not inpinge on the 
nerves and vessels passing through the 
popliteal space (back of knee) ; neither 
must they be deep enough to produce 
pressure on the region of the coccyx at 
the rear. Height must permit of adjust- 
ment so that the employee's feet will 
rest comfortably upon the floor, while 
the front portion of the seat just barely 
touches the thighs without producing 
unnecessary pressure at this point. Back 
rests must-admit of adjustment in both 
the horizontal and vertical direction, 
and contact with the body should be 
at what is commonly called “the small 
of the back.” Chair backs should tilt 
with body movements to avoid pres- 
sure at either the upper or lower edges, 
and should never extend sufficiently 
high to contact the shoulder blades, 
since this will retard freedom of move- 
ment. Adjustment of chairs should 
never be entrusted to persons inexpeti- 
enced and untrained in this work; prac- 
tically as much care is required for the 
proper adjustment of a chair as for the 
fitting of either a pair of shoes or a 
suit of clothes. 

It is not enough merely to provide 
posture chairs. No truly posture chair 
will compel its user to sit properly; 
this could only be done by some device 
which immovably secures the occupant 
in the desired posture. Only too fre- 
quently, because they have not been 
advised with regard to proper sitting 
habits, employees sit improperly on 
posture chairs. Where best results are 
desired, a complete educational factor 
must not be overlooked. 





sul 


he 





ing 
ab! 
34 









S fe- 
imp- 
bled 
na 
lere- 
y as- 


log- 


men 
han 
cus- 
fest 
this 








Provided with a properly designed 
chair, fully adjusted to the individual 
user, and the user properly instructed 
along the lines of correct posture seat- 
ing, employees may be expected to as- 
sume postures that are both easy, nat- 
ural, and correct to the body and which 
approach as nearly as possible true 
anatomical positions. With such seat- 
ing the employee is, to a large measure, 
enabled to forget his body and con- 
centrate his thoughts upon the duties 
at hand. Such results, much to be de- 
sired, are by no means imaginary. They 
may be obtained by any employer who 
will give proper consideration to the 
question of posture with regard to his 
employees. 

Employees should be made to under- 
stand that the maintenance of proper 
posture constitutes a protection to their 
own health as well as enabling them 
to render the greatest efficiency of 
which they are capable to their em- 
ployers. 

The employers also should under- 
stand that by adopting a proper posture 
seating program for their employees, 
they are conserving the employees’ 
health, prolonging their years of use- 
fulness—if not their lives—and, by 
minimizing unnecessary fatigue, in- 
creasing the efficiency of their forces 
and in this way contributing to: the 
ultimate success of their business. 





Position Wanted 











Executive Accountant 


Seeks permanent position, assistant to 
over-burdened controller or treasurer of 
large corporation; 15 years comprehensive, 
practical background of public accountancy 
and corporation executive accounting; sys- 
tems, taxes, budgets, finance; have acquired 
thorough knowledge of problems natural to 
business conducted on national scale. 

Will prove invaluable aide and more than 
earn salary through application of unusual 
capacities for work and exceptional talents 
in determining and eliminating unnecessary 
costs and savings in taxes—patticularly ex- 
cess profits taxes. Highest references, bank- 
ing, business, professional sources; avail- 
able immediately. Address Box Number 
340, THE CONTROLLER. 


Specialist in Cost Methods 


Member of The Controllers Institute of 
America, now employed as Assistant con- 
troller, desires new connection offering 
more opportunity for the future. More 
than twenty years’ manufacturing experi- 
ence, specializing in cost methods and pro- 
cedures, and corporate taxes. Location in 
New Jersey or New York preferred. Sal- 
aty commensurate with responsibilities, 
but not less than $6,000. Age 41, Chris- 
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Address 
Box No. 406, THE CONTROLLER. 


tian, married, three dependents. 


Chief Accountant—Office Manager 


Accountancy trained college graduate, 
with eight years experience as executive, 
interested in new connection because pres- 
ent firm is a war casualty. Capable of 
taking complete charge of accounting de- 
partment (including cost work), time- 
keeping and payroll departments. Also 
experienced in purchasing and personnel 
work. Married, one child, draft classifica- 
tion 3, age 34. Can secure release from 
present war job shortly. Moderate salary. 
Address Box No. 407, THE CONTROL- 
LER. 


Executive Accountant 


Certified public accountant (New York) 
desires opportunity in established business 
as controller, assistant controller, or office 
manager. Thorough experience in all 
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phases of accounting, including standard 
cost, taxes, finance, 40; university trained; 
Christian; draft exempt. Will consider 
out of town position. Salary reasonable. 
Address Box No. 408, THE CONTROL- 
LER. 


NABAC Manual Over 3000 Mark 


The first printing of 3000 NABAC Man- 
uals, of Bank Accounting, Auditing and 
Operation, recently published by the Na- 
tional Association of Bank Auditors and 
Comptrollers, has been completely sold 
and a second printing of 2000 copies are 
off the press. This meritorious book has 
received international acclaim, many cop- 
ies having been purchased by bankers in 
Canada, South America, and the South 
Central countries. It fills a need for a 
book in bankers’ language that explains 
every phase of banking operation. 





HERE IS AN 


Recognition must be given to the woman 
white collar worker. She too, is an unsung 
hero of this war . . . She diligently performs 
her duties, doing a thousand and one jobs 
to help keep war materials rolling. In many 
cases she is doing a man sized job, and do- 
ing it well . . . She does her bit for the 
U.S.O., buys War Bonds, pays income taxes 
and knits for the boys in the service. Sweet- 
heart, husband, or brother may be far away 
in the service, but she goes about her life de- 
termined to make every possible contribu- 
tion toward shortening the war. For she, 
too, has a stake in the freedom enjoyed in 
this country and is interested in maintain- 
ing that freedom above all . . . We salute 





DO/MORE FOR VICTORY. 


IMPORTANT 
WHITE COLLAR, TOO! 


the woman white collar worker for her de- 


votion to her job—to her country—and for 
the important part she is taking in earning 
the Victory! 


To make the white collar worker’s job a bit 
easier, Domore has developed a Seating 
Service that assures greater comfort and 
helps make work flow easier. An interest- 
ing folder giving a complete description of 
this service will gladly be sent to you with- 
out obligation. Please mention whether 


; you are an employer or an employee. 


DOMORE CHAIR CQMPANY, INC. 
Dept. 717, Elkhart, Indiana 


BUY MORE WAR BONDS 












INSTITUTE ACTIVITIES 





Controllers’ Part in Compiling a 
Termination Accounting Manual 


A special committee of members of 
The Controllers Institute of America 
has performed a creditable task in as- 
sisting the War Department in pre- 
paring a manual, known as a Termina- 
tion Accounting Manual for Fixed- 
Price Supply Contracts. Under the 
chairmanship of Mr. Dundas Peacock, 
this committee, having been supplied 
by the War Department with a draft 
of the proposed manual, spent a day 
reviewing it and preparing suggestions 
which it believed would simplify and 
clarify it, bringing to bear the prac- 
tical point of view of controllers. A 
week later, on June 22, the committee 
presented the results of its studies to a 
group of Army officers headed by Lieu- 
tenant Colonel J. W. McEachren, 
Chief of the Technical Coordination 
Section of the Office of Fiscal Director. 

In an all-day session The Institute’s 
Committee and the representatives of 
the War Department studied the de- 
tails of the controllers’ suggestions, a 
great many of which were accepted. 

Restrictions placed on these confer- 
ences by the War Department prohibit 
disclosure of the details of the recom- 
mendations made by the controllers. It 
is expected that the Manual will be 
printed promptly and made available 
through the Government Printing Of- 
fice to contractors and others concerned. 
The Manual deals with auditing as 
well as accounting procedures. 

Government personnel who will be 
charged with conducting these audits, 
including contracting officers and others 
who will have a hand in negotiating 
settlements of cancelled contracts, will 
be given intensive training with re- 
spect to the details of the procedures 
set up in the Manual. It is expected 
that this termination accounting and 





APPRAISALS 


Made by qualified experts in all lines 
STANDARD APPRAISAL CO. 
6 CHURCH ST. artvanta 
NEW YORK _ berror 
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auditing manual will be used also by 
the Navy and by other Government 
departments. 

The question which is giving most 
companies the greatest concern is the 
matter of prompt payment of at least 
a large part of the estimated amounts 
due the contractors, upon termination 
of the contracts. Some concerns have 
been considering seriously taking out 
Regulation V loans. The necessity of 
doing that may depend in many in- 
stances on the size of the payments 
to be made initially to contractors, 
upon termination of contracts, and on 
the promptness with which such pay- 
ments are made. 





285 APPLICATIONS 


New records for membership 
continue to be established by The 
| Controllers Institute of America. 
_ At the end of the ten-month pe- 
riod ending June 30, 1943, 285 
new applications for member- 
ship had been received at na- 
tional headquarters. This total 
was 25 above the figure for the 
same ten-month period the year 
before, and was within 5 of the 
290 applications for membership 
received during the twelve-month 
period ending August 31, 1942. 











Withholding Not Retroactive 


The withholding tax provisions of the 
income tax law are not applicable to retro- 
active wage increases ordered by the War 
Labor Board for work performed prior to 
July 1, the board said on July 5, the Asso- 
ciated Press reports. Regional War Labor 
Boards were advised that the Commissioner 
of Internal Revenue had ruled that the 
provisions covering collection of the tax 
at the source is not applicable in WLB 
cases even though payment is made subse- 
quent to July 1. 


Accountants’ Register 


The Accountants’ Association of New 
York recently issued its “Register of Ac- 
countants” of those affiliated with the or- 
ganization. Incorporated in 1924, the group 
is headed by Mr. Arnold Groger, of Groger, 
Kamrass & Shcneidman of New York. 
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| F. G. HAMRICK DIES 


Word of the untimely death of Mr. 
Forrest Gains Hamrick, comptroller 
of the American Smelting and Refin- 
ing Company, New York, and chair- 
man of The Institute’s Committee on 
Federal Taxation, reached The Insti- 
tute’s headquarters just as this issue 
of “The Controller” went to press, 
A full account of Mr. Hamrick’s ca- 
reer will be carried in ‘The Control- 
ler” for August. 











2000th Member 





J. A. B. BROADWATER 


The lightning struck Mr. J. A. B. 
Broadwater, controller of Tampa Ship- 
building Company, of Tampa, Florida, 
when the Board of Directors of The 
Controllers Institute of America met 
on June 25, to pass on candidates for 
membership. Mr. Broadwater became 
the 2000th member of The Institute. 
In all, 28 new members were elected 
at that meeting. Mr. Broadwater was 
the fourteenth in the group on a chron- 
ological basis in the order of filing 
applications, and the membership was 
1986 when the applications were pre- 
sented to the Board for action. Election 
of the 28 approved candidates raised 
The Institute’s membership to 2,014. 

Mr. Broadwater is controller of 4 
company with 13,500 employees. He is 
responsible to the president of the 
company, and has ten executive pet 
sonnel in his department, which num- 
bers 420 employees. He has been in 
his present position one year. 
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New accounting machines can be purchased in some cases under War Produc- 
tion Board Regulations. Also, in many organizations, we have been able to 
help solve their accounting problems without the purchase of new equipment. 
Increased capacity frequently results from mere revision of the system. 










Every new man taken on means more work for the Payroll Department. Every 
instance of overtime means more entries on the payroll records. And every 
rise in the rate of labor turnover mak 








Just when demands upon the Department are heaviest, competent workers leave 
and are hard to replace. New workers are more easily trained where mechanical 
equipment has been in use for some time. Which also means that the experi- 
enced worker sacrifices less productive time acting as instructor. 


1943 is the Payroll Department’s toughest year. On top of all its other burdens 
there’s the added work involved in Victory Tax deductions. 


The Controller, July, 1943 


A VICTORY 


on the Production Front 
that was won 


BEFORE THE WAR! 


~ ® 2 


For its tremendous wartime expansion, Ameri- 
can industry has had to fight .. . and fight hard. 
And in no sector of the home front has the pres- 
sure been greater than in the Payroll Depart- 
ment. 

It has had many more workers to pay, more 
deductions to make from every payment, and 
one problem after another in maintaining an 
efficient staff. 


But wherever there had been peace-time installa- 
tions of mechanical methods, the Department 
was able to triumph over these wartime con- 
ditions. 

In thousands of war plants Underwood Elliott 
Fisher Sundstrand Payroll Machines have en- 
abled accounting procedure to keep pace with 
mounting production. 

Many a company has taken advantage of our 
knowledge and experience by having us revise 
its system so as to handle the increased volume. 
And large numbers have seen the value of sign- 
ing up on a yearly basis for the expert care pro- 
vided by Underwood Maintenance Service. Our 
Maintenance Service from coast to coast is being 
kept in complete and efficient operation. 

Spare parts, too—we are providing for all your 
Underwood, Sundstrand and Elliott Fisher ma- 
chines—as well as a complete line of carbon 
paper and ribbons, unsurpassed in quality, for 
every make of office machine. Underwood Elliott 


Fisher Company, One Park Avenue, New York, 
New York. 


Underwood Elliott Fisher 


Sundstrand 
PAYROLL MACHINES 


* We are now in war production on—U. S. Carbines 
Caliber .30M1 — Airplane Instruments — Gun Parts — 
Ammunition Components—Fuses—Primers and Miscel- 
laneous Items. 











INSTITUTE ACTIVITIES 








Institutes Withholding Problems 
Booklet Helpful to Controllers 


Prompt coverage of many of the 
puzzling problems presented by the 
20 per cent. withholding of wages for 
payment of taxes which went into ef- 
fect July 1 was made by The Control- 
lers Institute of America, which pub- 
lished and distributed late in June a 
48-page booklet, entitled ‘“Withhold- 
ing Problems under the 1943 Pay-As- 
You-Go Tax Act.” 

This booklet presented the decisions 
made by representatives of the Treas- 
ury Department and of the Bureau of 
Internal Revenue, and by members of 
a special committee of The Control- 
lers Institute of America, in response 
to questions which had been submitted 
by controllers. The proceedings of a 
special meeting of the New York City 
Control of The Controllers Institute 
of America which was held June 15, 
were reported in full. They covered 


many situations with which employers 
were confronted. 

The booklet was made available to 
non-members of The Institute at the 
same rate as to members, $1 a copy. 


Nominating Committee Named By 
President McCobb for The Institute’s 
Annual Meeting 


The following members of The In- 
stitute have accepted appointment by 
President T. C. McCobb to serve on 
the Committee on Nomination of Di- 
rectors: Mr. M. J. Boedeker, Johns- 
Manville Corporation, New York; 
Mr. Floyd A. Pearce, The Torring- 
ton Company, Torrington, Connecti- 
cut; Mr. O. Gordon Pritchard, The 
Simmons Company, New York; Mr. 
George R. Rankin, Artloom Corpora- 
tion, Philadelphia, Pennsylvania. 
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Philadelphia - 





Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 


Industrial Engineering 


Ford, Bacon & Davis 


dncorporated 


Engineers 





Washington - 


NEW YORK, N. Y. 


Chicago 














PURPOSES OF THE 
CONTROLLERS INSTI- | 
TUTE OF AMERICA | 


F dis following statement of | 


the Purposes of the Control- 
lers Institute of America was pre- | 
pared when The Institute was or- | 
ganized late in 1931. It has not | 


been found necessary or desirable 


to alter this statement—a tribute | 
to the foresight of those who es. 


tablished the organization. The | 


statement reads: 


PURPOSES 


To conserve and advance the interests 


of controllers are, broadly speaking, the | 
purposes of The Controllers Institute of | 


America. 
Establishment of professional status 


for the controller is one method by which | 


his interests may be advanced. It is the 
purpose of the Institute to provide means 
for affording professional standing for 
controllers, first by setting up profes- 
sional standards, and then by applying 
those standards, by requiring adherence 
to them as a requisite for membership. 


Setting up professional standards, while 
it is one of the objects of the Institute, 
comprises but a part of its program. 
Study of the professional and_ technical 
problems of the controller makes up a 
large part of its work. 


The Institute encourages the prepara- 
tion of papers and addresses on subjects 


of special interest to controllers; it pro- | 


vides a means for assembling facts and 
information of value to controllers, and 
for publication of books, pamphlets, re- 
ports and bulletins. 

Study of accounting, budgetary, finan- 
cial, management and other problems 


which arise in the day to day work of | 


controllers is an important objective 
served by the Institute. Such study it 
is believed will aid in improving and 
standardizing controllership procedure, 


and will help to improve the quality of | 
work done by controllers, thus making | 
them of greater value to their business 


organizations. 

The Institute aims to give to execu- 
tives and to business men generally, to 
bankers and others, an understanding of 
the most ethical and approved methods 
of recording, accounting, evaluating, and 
stating business and financial facts, with 
a view to improving such procedures. 

The organization purposes to provide 
means whereby controllers may more ef- 
ficiently perform their difficult duties, 
and to secure for the controller inde- 
pendence of thought and action, and the 
right to use his individual judgment in 


his official capacity and in the discharge | 


of his duties. 


The charter of the Institute permits | 


it to confer a title on its members which 
shall be indicative of membership in the 
organization. It may conduct an em- 
ployment bureau, and aid in settling dif- 
ferences. The Institute may serve also 
as the medium for presenting to the pub- 
lic, information concerning work of con- 
trollers, and facts of an economic char- 
acter that will be of value to business. 
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MEETINGS OF CONTROLS 














BOSTON 
Topic: WITHHOLDING ACT 
Mr. John F. Lonergan, Chief of the 
Audit Section of the Boston Office of 
the Bureau of Internal Revenue, discussed 
the current Tax Payment Act of 1943 
at the dinner meeting of the Boston Con- 
trol at the University Club on June 18. 


BRIDGEPORT 
ANNUAL GET-TOGETHER 


For their meeting on June 2nd, the 
members of the Bridgeport Control jour- 
neyed to the Stamford Yacht Club at 
Shippan Point to enjoy a shore dinner 
and an evening of good-natured fellow- 
ship, following the election of new offi- 
cers and directors. Mr. Paul Haase, newly 
appointed Assistant Secretary of The In- 
stitute, was guest of the Control on this 
occasion, and reported on the work of 
The Institute and its various committees. 
Another guest was Mr. W. S. McMenemy 
of the New York City Control. 


DAYTON 
JOINT MEETING ON SEC. 722 
The members of the Dayton Control 
joined with local certified public account- 
ants and tax accountants on June 23, at 
the Dayton Country Club, to hear Mr. 
Thomas J. Dolan, C.P.A. of Toledo, Ohio, 
discuss Section 722, regarding relief pro- 
visions of the excess profits tax law. 


KANSAS CITY 
Topic: WAGE STABILIZATION 


Dr. Russell S. Bauder, Director of Wage 
Stabilization for Region VII of the War 
Labor Board discussed practical aspects 


Post-War Reconversion Viewed as 


Discussing post-war reconversion prob- 
lems in a recent editorial, the New York 
Journal of Commerce pointed out that 
American industries fall into two major 
groups. ‘First,’ the publication says, 
“there are those that will reconvert to the 
production of civilian goods or industrial 
equipment for civilian industries when 
the war is over. Secondly, there are in- 
dustries that have expanded their capacity 
greatly for war needs, and which could 
not expect to maintain operations on any 
comparable peacetime scale. 

“The large majority of war contractors 
fall within the first group. The automo- 
bile industry, household equipment pro- 
ducers, metal producers and fabricators, 
agricultural and office equipment manu- 
facturers and many other concerns intend, 
as soon as the course of the war permits, 
to reconvert to the production of their 
usual peacetime products. Employment 
in these concerns may decline very sharply 
for a short time while they are in process 
of reconversion, but thereafter they can 
look forward to a high level of activity 
to fill pent-up demands accumulated dur- 
ing the war years. 

“The second group of concerns will be 
confronted with a far more complex prob- 


of wage stabilization at the dinner meet- 
ing of the Kansas City Control in the 
Kansas City Club on June 14th. Elec- 
tions and a forum discussion rounded out 
the program. 


LOUISVILLE 
Topic: WITHHOLDING TAX 
The current pay-as-you-go tax program 
was analyzed at the June 30 meeting of 
the Louisville Control by Mr. Walter 
Grogan, a member of the accounting firm 
of Escott, Grogan and Company. 


PITTSBURGH 
Topic: PAY-AS-YOU-GO PROB- 
LEMS 
Mr. Walter H. Dupka, Comptroller of 
Jones and Laughlin Steel Corporation, led 
an analysis of problems in connection 
with pay-as-you-go deductions at the June 
21 meeting of the Pittsburgh Control in 
the Fort Pitt Hotel. An added subject 
on the meeting’s agenda was a discussion 
of the increasing burden of information 
tax returns. 


SPRINGFIELD 
Topic: WITHHOLDING TAX 


A discussion of ways and means of 
operating the withholding tax was part 
of the program of the Springfield Con- 
trol’s meeting on June 15 at the Sheraton 
Hotel. A survey of salaries in the area 
covered by the local Control was pre- 
sented by Mr. Frank S. Hatch, newly 
elected vice-president of the Control. 


Favorable to Most Enterprises 


lem once their production of armaments 
falls off, and they will be at liberty to 
adjust their business to peacetime condi- 


itions. The aircraft manufacturing, ship- 


building and machine tool industries are 
prominent in this group. They face the 
prospect of a sharp cut in operations, 
even though it is probable that both mili- 
tary and civil aviation and shipping will 
be expanded greatly from the pre-war 
level. To avoid a sharp curtailment in 
output, it would be necessary to enter 
other fields of civilian production. This 
would in effect spell not a reconversion 
of facilities, but their adaptation to en- 
tirely new activities not undertaken be- 
fore. 

“The great majority of enterprises now 
engaged in producing for the war effort 
expect to reconvert to producing their 
regular products. Following such recon- 
version, they will employ a large propor- 
tion of the persons now turning out war 
orders. The industries that are not in 
position to reconvert on any large scale, 
and would have to turn to entirely new 
activities to provide jobs for any con- 
siderable proportion of their present 
workers, represent a limited fraction of 
American industrial capacity.” 
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City Debts Reduced 


The total gross bonded debt of 343 cities 
in the United States with populations of 
30,000 or more amounted to $8,492,000,- 
000 on Dec. 31, 1942, a decline of 3 per 
cent. during the year, according to the an- 
nual compilation of Rosina Mohaupt of 
the Detroit Bureau of Governmental Re- 
search, The figures are reported in the 
current issue of the National Municipal 
Review, official publication of the Na- 
tional Municipal League. 

This decline, largest in municipal finan- 
cial history was due to the inability of city 
governments to make improvements be- 
cause of wartime restrictions, the review 
states. Also, it is pointed out that Federal 
financing of various local capital improve- 
ments has tended to relieve the municipali- 
ties of direct expenditures. 


Conservation Booklet 


“She Also Serves” is the title of a book- 
let published by the A. B. Dick Co., 720 
West Jackson Blvd., Chicago, Ill., man- 
ufacturers of Mimeograph duplicators. 
Beginning with an introduction by Marion 
Beck, Director of the Technical Dept. of 
the Katharine Gibbs Secretarial Schools, 
the booklet instructs the reader on the 
proper care and maintenance for not only 
duplicators and stencils, but typewriters, 
ribbons, carbons, staplers, etc. Hints for 
conserving all office supplies are also in- 
cluded. Dedicated to the patriot without 
uniform—the girl in the office—‘“She Also 
Serves” is a booklet that should have no 
trouble getting any female office worker’s 
attention, reports ‘The Office.” 


Internal Auditors Study Termination 


Representatives of industry, government 
and the accounting world took part in a 
special dinner meeting of The Institute of 
Internal Auditors at the Hotel Commo- 
dore in New York on June 29th. The 
speakers, discussing war contract termina- 
tion, were Mr. William H. Garbade, man- 
ager of the Auditing Department of Shell 
Oil Company; Mr. Robert M. Griffiths, 
C.P.A., a senior manager with Price, Wa- 
terhouse and Company; and Major Victor 
Z. Brink of the Office of Fiscal Director, 
Army Service Forces, Washington, D. C. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Il. 























NEW MEMBERS ELECTED 




































































NEW MEMBERS ELECTED 


At a meeting of the National Board of 
Directors held June 25, 1943, the appli- 
cants named below were elected to active 
membership in The Institute: 


PHILIP DONHAM 
Electro Refractories & Alloys Corpora- 
tion, Buffalo. 


Leo E. STEVENS 
American Hospital Supply Corporation, 
Chicago. 
JOSEPH STYCHE 
Ox Fibre Brush Company, Inc., 
ick, Maryland. 
FRENCH PETERSON 
Kelly O'Leary Steel Works, Chicago. 
GEORGE R. ONODY 
Naumkeag Steam Cotton Company, Sa- 
lem, Massachusetts. 
HaroLp E, SUTCLIFFE 
Graham-Paige Motors Corporation, De- 
troit. 
JAMES W. TRAVERS 
Gibbs & Cox, Inc., New York City. 
Harry TYNDALL 
American International Underwriters Cor- 
poration, New York City. 
RICHARD LEE BRUMMAGE 
Tubular Alloy Steel Corporation, Gary, 
Indiana. 
Victor R. MoRTON 
F. H. Noble and Company, Chicago. 
FREDERIC W. HEWES 
The New York Air Brake Company, 
Watertown, New York. 
AUSTIN E. COLE 
Illinois Tool Works, Chicago. 
RUSSELL HOBERT 
Manufacturer's Machine & Tool Com- 
pany, Inc., New York City. 
J. A. B. BROADWATER 
Tampa Shipbuilding Company, Tampa, 
Florida. 
BROOKE E. FurRR 
McCormick & Company, Inc., Baltimore, 
Maryland. 


Freder- 
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STANLEY E, LEBrocg 


The Steel Company of Canada, Limited, 


Hamilton, Ontario, Canada. 


JOHN W. DIxon 


The Cleveland Graphite Bronze Com- 


pany, Cleveland. 


FLETCHER J. WILLIAMS 
Pacific Clay Products, Los Angeles. 
FERO WILLIAMS 
Pacific Western Oil Corporation & Affili- 
ates, Los Angeles. 
L. CLIFFORD BORGSTROM 
Lewis Bolt & Nut Company, Minne- 
apolis, Minnesota. 
C. J. BOEMER 
Weyerhaeuser Sales Company, St. Paul, 
Minnesota. 





Election of the 28 new 


members named above 





brings the total mem- 
bership of The Institute 


to 


2,014 


NO COMPANY MEMBERSHIPS 


There are no company member- 
ships in The Controllers Institute 
of America. 

All memberships are on an indi- 
vidual, personal basis. They are 
bestowed upon individuals only 
after they have made available to 
the Admissions Committee infor- 
mation concerning their personal 
qualifications, positions and re- 
sponsibilities, which indicates that 
they meet the high standards of 
eligibility established by The In- 
stitute. 

There is something of the pro- 
fessional atmosphere about con- 
trollership, which is conveyed by 
membership in The Institute. 

Memberships are not transfer- 
able. Once a controller has been 
elected a member of The Institute 
he may retain his membership in- 
definitely, no matter what changes 
may take place in his business con- 
nections or responsibilities. 
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C. DONALD PEET 
Missouri Pacific Railroad Company, §¢. 
Louis. 
FRANK E. HALDERMAN 
Bower Roller Bearing Company, Detroit, 
MARSHALL C. Buck 
Detroit Harvester Company, Detroit. 
EpGar K. Fitcu 
Mount Vernon-Woodberry Mills, Inc 
Baltimore, Maryland. 
PAUL L. ScoTT 
The Borden Company, San Francisco, 
OLLIE W. GEORGE 
Hoosier Lamp & Stamping Corporation, 
Evansville, Indiana. 
MAHLON E. ARNETT 
Bullock’s Inc., Los Angeles. 


” 


Weekly Luncheons Discontinued 


The regular Thursday luncheons for 
members of the New York City Control 
will be discontinued through July and Au- 
gust and will resume in September. 


State Auditors Must Be Independent 
and Non-Administrative 


Independence is a prime requisite of a 
state auditing agency which reviews gov- 
ernmental administrative activities for the 
legislature and public. The Kentucky 
Auditor of Public Accounts enjoys greater 
independence under the terms of the pres- 
ent law, the Reorganization Act of 1936, 
than do the auditors of most other states. 
These facts are emphasized in the light of 
American experience in a current univer- 
sity of Kentucky publication, The State 
Auditor, prepared by James W. Martin, 
Director, and two former research assist- 
ants of the University of Kentucky Bureau 
of Business Research. 

The authors emphasize the necessity for 
distinguishing between administrative, pre- 
audit control and legislative, post-audit 
control performed by review of adminis- 
trative activities. They find from extended 
analysis of experience and present practice 
in Kentucky and in other states that per- 
formance of the second function is im- 
proved if the public appreciates the dis- 
tinction between audit and current financial 
control. Especially is it essential that, as 
in private business practice, the auditor 
and the administrators understand each 
other’s functions and appreciate that 
sound business requires a critical review 
of financial procedures after the close of 
the fiscal period. 

Three objections to a post-auditor’s per- 
forming administrative duties, such as 
bookkeeping, pre-auditing, and the like, 
are named in the University of Kentucky 
report: (1) That practice places the audi- 
tor in the position of reviewing his own 
work; (2) it prevents clear-cut assign- 
ment of executive responsibility and thus 
interferes with the dispatch of public busi- 
ness; and (3) it consumes the auditor's 
time with details, so that he is unable to 
pay proper attention to post-audit duties. 
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